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SUMMARY 

In  1980  many  farmers  were  faced  with  major 
financial  problems  brought  about  by  high  interest 
rates  and  tight  credit  in  the  Spring  and  wide  spread 
drought.  Farmers  in  drought-stricken  areas  will 
enter  1981  heavily  burdened  with  debt  because  of 
the  need  to  obtain  extensions  and  renewals  of  exist- 
ing debt.  Farmers  not  affected  by  the  adverse  weath- 
er should  be  in  a stronger  financial  situation. 
Interest  rates  are  expected  to  remain  high  in  1981, 
however,  they  are  expected  to  be  lower,  on  average, 
than  this  year’s  rates. 

Net  farm  income  will  be  between  $23  and  $25  bil- 
lion in  1980,  down  from  $31  billion  in  1979.  However, 
projected  higher  farm  prices,  lower  interest  rates, 
and  a decline  in  the  rate  of  increase  in  production 
expenses  should  contribute  to  a higher  net  farm 
income  in  1981  — currently  forecast  from  $27  to  $32 
billion.  The  higher  farm  prices  forecast  for  1981  are 
due  to  a substantial  drop  in  the  supplies  of  many 
commoditites  as  well  as  expectations  of  strong  export 
demand.  Cash  income  from  farm  and  nonfarm 
sources  rose  slightly  in  1980  and  is  expected  to 
increase  substantially  in  1981. 

As  a whole,  farmers  are  likely  to  be  in  an 
improved  financial  position  by  the  end  of  1981.  How- 
ever, hog  and  poultry  producers’  incomes  are  expect- 
ed to  improve  only  marginally  next  year,  while  pro- 
ducers of  vegetables,  fruits,  and  nuts  are  forecast  to 
have  lower  incomes  in  1981. 

Gross  investment  in  1980  is  forecast  at  almost  $12 
billion,  down  from  $21.6  billion  in  1979  and  consider- 
ably below  the  nearly  $41  billion  projected  for  1981. 
The  reduction  in  1980  reflects  widespread  postpone- 
ment of  purchases  of  capital  items  because  of  low 
income  prospects  and  high  interest  rates.  Delayed 
capital  purchases  and  refinancing  of  short-term  debt 
resulted  in  a decline  in  the  growth  of  nonreal  estate 
debt.  Higher  farm  incomes  in  1981  may  slow  the  rate 
of  increase  in  real  estate  lending  while  nonreal 
estate  lending  accelerates  to  finance  delayed  pur- 
chases of  machinery  and  equipment. 

The  value  of  farm  assets  is  expected  to  rise  almost 
9 percent  in  1980  to  a forecast  total  of  about  $1 
trillion  — the  smallest  increase  in  both  absolute  and 
percentage  terms  since  1977. 

Total  farm  debt  is  projected  to  rise  almost  15  per- 
cent in  1980  and  an  additional  15  percent  in  1981. 
The  shares  of  total  farm  debt  outstanding  held  by 
the  Farm  Credit  System  and  by  the  Farmers  Home 
Administration  are  expected  to  rise  during  1980. 

Low  net  farm  income,  together  with  high  interest 
rates  and  tight  credit  conditions  reduced  activity  in 
the  farm  real  estate  market.  Real  estate  values  are 
expected  to  rise  between  7 and  12  percent  in  1980 
and  between  11  and  16  percent  in  1981.  This  com- 
pares with  a 15  percent  increase  in  1979. 
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1981  BALANCE  SHEET  OF  THE 
FARMING  SECTOR 


The  value  of  farm  assets  is  expected  to  total 
$999.3  billion  on  January  1,  1981  (table  1,  and  fig- 
ure 1).  That  will  be  $80.4  billion  or  8.8  percent  more 
than  at  the  beginning  of  1980  and  the  smallest 
annual  dollar  and  percentage  gain  since  1977.  As  in 
other  years,  farm  real  estate  value  will  account  for 
most  of  the  increase,  in  this  case  $59  billion  or  73 
percent. 

The  8.8  percent  rate  of  gain  in  the  value  of  farm 
real  estate  forecast  for  1980  is  considerably  less  than 
during  1978  and  1979  when  real  estate  values  rose 
14.1  and  14.5  percent,  respectively. 

The  value  of  physical  farm  assets  other  than  land 
and  buildings  will  increase  about  $19.6  billion  during 
1980  to  total  $228.7  billion  on  January  1,  1981.  The 
prospective  9.4  percent  increase  since  January  1, 
1980  is  well  below  the  15-percent  rise  during  1979. 
All  categories  of  assets  had  smaller  increases  in 


value  during  1980  than  last  year  but  the  item  show- 
ing the  greatest  decline  in  rate  of  growth  was  farm 
machinery  and  motor  vehicles.  Preliminary  esti- 
mates indicate  that  farm  machinery  value  will 
increase  about  $4  billion  between  January  1,1980, 
and  January  1,  1981,  less  than  half  the  increase  dur- 
ing 1979.  Sales  of  new  farm  tractors  and  machinery 
in  1980  were  down  sharply  from  recent  years. 

The  growth  in  the  total  value  of  livestock  and 
stored  crops  between  January  1,  1980  and  Janu- 
ary 1,  1981  will  not  quite  match  their  value  increase 
during  1979.  Growth  of  financial  assets  slowed  in 
1980  and  on  January  1,  1981  are  expected  to  exceed 
last  year  by  less  than  5 percent. 

By  January  1,  1981,  farm  debt  outstanding  is 
expected  to  total  $180.5  billion.  The  prospective 
$23.2  billion  increase  will  be  slightly  more  than  the 
previous  $21. 2-billion  rise  in  1979.  There  has  been  a 


Table  1— Balance  sheet  of  the  farming  sector,  January  1,  1970-81^ 


1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981*^ 

Physical  assets: 

Real  estate  assets 

215.8 

223.2 

239.6 

267.3 

Billion  dollars 
327.7  360.4  407.7 

473.0 

513.7 

586.1 

671.3 

730.3 

Nonreal  estate 

assets'^ 

76.3 

78.8 

86.5 

99.7 

120.9 

115.3 

127.7 

136.0 

149.5 

181.8 

209.1 

228.7 

Total  physical 

assets 

292.1 

302.0 

326.1 

367.0 

448.6 

475.7 

535.4 

609.0 

663.2 

767.9 

880.4 

959.0 

Financial  assets: 

Commercial  bank 
deposits 

and  currency 

11.9 

12.4 

13.2 

14.0 

14.9 

14.0 

14.5 

14.8 

15.2 

15.5 

15.9 

16.2 

Other  financial 
assets*^ 

10.9 

11.6 

12.5 

13.8 

15.0 

15.7 

17.1 

17.9 

19.2 

21.0 

22.6 

24.1 

Total  financial 

assets 

22.8 

24.0 

25.7 

27.8 

29.9 

29.7 

31.6 

32.7 

34.4 

36.5 

38.5 

40.3 

Total  farm  assets 

314.9 

326.0 

351.8 

394.8 

478.5 

505.4 

567.0 

641.7 

697.6 

804.4 

918.9 

999.3 

Debt  claims: 

Real  estate  debt 

29.2 

30.3 

32.2 

35.7 

41.3 

46.3 

51.1 

56.6 

63.7 

70.8 

82.1 

96.1 

Nonreal  estate 

debt 

21.1 

22.3 

24.6 

27.8 

32.1 

35.2 

39.4 

45.0 

51.1 

60.0 

70.7 

79.7 

CCC  nonrecourse 
loans 

2.7 

1.9 

2.3 

1.8 

.7 

.3 

.3 

1.0 

4.5 

5.3 

4.5 

4.7 

Total  debt  claims  on 
farm  assets 

53.0 

54.5 

59.1 

65.3 

74.1 

81.8 

90.8 

102.6 

119.3 

136.1 

157.3 

180.5 

Equity 

261.9 

271.5 

292.7 

329.5 

404.4 

423.6 

476.2 

539.1 

578.3 

668.3 

761.6 

818.8 

Debt  to  asset  ratio 

16.8 

16.7 

16.8 

16.6 

15.5 

16.0 

16.0 

16.0 

17.1 

16.9 

17.1 

18.1 

Debt  to  equity  ratio 

20.2 

20.1 

20.2 

19.8 

18.3 

19.3 

19.1 

19.0 

20.6 

20.4 

20.7 

22.0 

^Beginning  with  1975  all  data  are  on  basis  of  new  definition  of  farms,  that  is,  places  with  annual  sales  of  at  least  $1,000. 
'^Preliminary  estimate.  ‘-Includes  machinery  and  motor  vehicles,  household  furnishings  and  equipment  and  inventories  of  crops 
(including  crops  held  as  security  for  CCC  loans)  and  livestock.  ‘^Includes  U.S.  savings  bonds  and  Investments  in  farmer  cooperatives. 
Does  not  Include  holdings  of  common  stocks  and  savings  accounts  in  savings  institutions  other  than  banks,  as  data  on  these  assets  are 
not  available. 
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notable  slowdown  in  farm  debt  expansion  in  nonreal 
estate  loans  from  banks  which  will  increase  an 
estimated  $0.4  billion  compared  with  recent  annual 
gains  of  $2.0  to  $2.5  billion.  The  increase  in  produc- 
tion credit  association  (PCA)  loans  outstanding  is 
projected  to  be  about  half  the  increase  between 
January  1,  1979,  and  January  1,  1980.  Commodity 
Credit  Corporation  (CCC)  loans  outstanding  to  farm- 
ers on  crops,  storage  facilities,  and  equipment  are 
estimated  to  total  about  $4.7  billion  on  January  1, 
1981,  slightly  above  the  1980  figure.  However,  record 
increases  in  Farmers  Home  Administration  debt  out- 
standing ($4.0  billion)  as  well  as  for  merchants, 
dealers,  and  other  miscellaneous  lenders  ($2.3  bil- 
lion) will  largely  offset  the  slowdown  in  the  growth 
of  bank  and  PCA  debt  outstanding.  The  decline  in 
the  growth  of  bank  and  PCA  debt  outstanding  are 
probably  due  to  lower  demand  brought  on  by  the 
lower  farm  income  prospects. 

Farm  real  estate  loans  outstanding  at  the  begin- 
ning of  1981  are  expected  to  total  about  $96.1  bil- 
lion, some  $14  billion  more  than  a year  earlier. 
About  one-half  of  the  increase  will  be  accounted  for 
by  debt  held  by  Federal  land  banks  which  is  expected 
to  increase  a record  $6.9  billion  (23  percent)  and 
total  $36.5  billion  for  the  year,  nearly  two-fifths  of 
all  real  estate  loans  outstanding. 

An  estimated  2.4  percent  rate  of  return  of  net 
farm  earnings  to  equity  in  farm  production  assets  for 
1980  is  substantially  below  the  4.1  percent  rate  of 
return  in  1979.  The  value  of  equity  capital  increased 
from  1979  but  tbe  net  income  in  1980  is  lower,  hence 
the  much  lower  rate  of  return. 


Traditional  and  New  Farm 
Sector  Accounts 

The  values  of  assets  and  the  amount  of  debt  out- 
standing given  in  this  report  follow  the  methodology 
of  the  traditional  balance  sheet  of  the  farm  sector 
used  since  1940.  The  user  is  cautioned  that  the  data 
in  this  series  differ  from  those  given  in  the  new  farm 
sector  income  and  balance  sheet  accounts  to  be  pub- 
lished in  the  new  U.S.  Department  of  Agriculture, 
Statistical  Bulletin,  Economic  Indicators  of  the  Farm 
Sector:  Income  and  Balance  Sheet  Statistics,  1979.  The 
series  differ  in  concept. 

Briefly,  the  traditional  balance  sheet  data  includes 
the  total  value  of  most  assets  found  on  the  ordinary 
farm,  such  as  land  and  buildings,  livestock,  stored 
crops,  automobiles,  trucks,  tractors  and  other 
machinery,  household  equipment  and  furnishings, 
bank  demand  deposits  (checking  accounts),  bank 
time  deposits  (savings  accounts),  U.S.  savings  bonds, 
and  the  net  worth  of  farmer  cooperatives.  Some  of 
these  assets  are  often  used  for  farm  family  purposes. 
The  new  farm  sector  accounts  limit  farm  assets  to 
those  used  in  producing  farm  products.  The  statistics 
are  similar  in  concept  to  the  traditional  farm  produc- 
tion assets,  but  the  new  series  excludes  values  for 
farm  dwellings,  household  equipment  and  furnish- 
ings, time  deposits  in  banks,  U.S.  savings  bonds,  and 
a portion  of  the  auto  and  truck  values  representing 
use  by  the  farm  family.  The  total  farm  assets  value 
by  the  new  methodology  is  substantially  smaller 
than  the  total  value  derived  by  the  traditional 
method.  For  example,  on  January  1,  1980,  total  asset 
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value  by  the  traditional  method  was  $918.9  billion, 
whereas  under  the  new  method  the  total  value  was 
$821.0  billion. 

The  amount  of  farm  debt  outstanding  differs 
between  the  traditional  and  new  series  in  that  the 
debt  shown  in  the  new  series  excludes  an  estimated 
portion  for  family  living  purposes.  The  outstanding 
debt,  therefore,  is  a smaller  amount  in  the  new  series 
than  in  the  traditional.  To  illustrate,  under  the  trad- 
itional methodology,  total  farm  debt  outstanding  on 


January  1,  1980,  was  $157.3  billion  and  under  the 
new  system  it  was  $146.4  billion. 

Availability  of  historical  data  also  differs  between 
the  two  series.  Annual  data  for  the  traditional  series 
are  available  beginning  with  1940.  Data  under  the 
new  series  begins  with  January  1,  1977,  with  plans 
to  possibly  carry  them  back  to  January  1,  1968. 
Current  plans  also  call  for  discontinuing  the  tradi- 
tional balance  sheet  data  series  after  1982  or  1983.  . 


FARM  REAL  ESTATE  VALUES 


Farm  real  estate  prices  rose  by  about  15  percent 
during  1979.  Through  June  1980,  it  appears  that 
land  values  generally  remained  unchanged,  with 
small  increases  in  some  regions  being  offset  by 
decreases  in  others.  For  the  period  February  1980  to 
February  1981,  average  land  values  are  expected  to 
increase  between  7 and  12  percent.  Most  of  this 
increase  should  occur  during  the  winter  when  the 
real  estate  market  becomes  more  active.  For  1981, 
land  value  changes  will  be  affected  by  prospects  for 
net  farm  income  and  the  level  of  interest  rates.  If 
farm  income  increases  substantially  and  interest 
rates  average  lower,  increases  in  farmland  prices 
would  be  expected  to  match  or  exceed  the  general 
rate  of  inflation. 

Over  the  last  10  years,  farmland  prices  have 
increased  at  an  average  rate  of  13  percent  per  year. 
The  inflation  rate  has  averaged  only  7.5  percent  over 


the  same  period,  so  the  constant  dollar  value  of 
farmland  has  increased  substantially  (figure  2). 

The  total  value  of  farm  real  estate  was  $671  bil- 
lion on  January  1,  1980.  Building  values  accounted 
for  about  17  percent  of  this  total.  Over  the  last  10 
years,  the  total  value  of  farm  real  estate  has 
increased  by  211  percent.  This  increase  reflects 
higher  prices  for  farmland  and  farm  buildings  since 
the  quantities  of  land  and  buildings  have  changed 
little  over  time. 

Net  farm  income  has  declined  in  1980.  Interest 
rates  have  been  high  and  credit  has  often  been  tight. 
These  factors,  in  addition  to  adverse  weather  condi- 
tions, have  apparently  reduced  activity  in  the  farm 
real  estate  market.  For  the  first  half  of  1980,  the 
Federal  Reserve  Banks  (FRBs)  of  Chicago  and  Kan- 
sas City  reported  slow-to-negative  growth  in  farm- 
land values  in  their  districts.  The  Richmond  and 


FIG.  2 FRRMLfiND  VRLUE  PER  RCRE  COMPRRED  WITH 
DOW  JONES  INDUSTRIRL  STOCK  RVERRGE 
RND  THE  GENERRL  PRICE  LEVEL 


OF  1960 


^ 2ND  QUARTER  ♦ JRN . TO  JULY  FOR  1980 
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Dallas  FRBs  reported  small  increases  in  land  prices 
for  the  same  period.  In  most  of  these  districts  it  was 
believed  that  land  values  would  remain  stable  during 
the  third  quarter  of  the  year. 

Farm  lenders  were  surveyed  in  September  to 
obtain  their  estimates  of  land  price  changes.  In  gen- 
eral, the  lenders  thought  that  land  prices  had 
increased  an  average  of  5 percent  since  February. 
Land  value  decreases  were  reported  by  lenders  in 
only  four  states.  For  the  period  September  to  Febru- 


ary 1981,  the  lenders  thought  that  land  prices  would 
rise  an  average  of  5 to  7 percent. 

Although  activity  n the  land  market  appears  to 
have  slowed  substantially  over  the  past  9 months, 
land  prices  are  expected  to  rise  faster  in  the  coming 
year.  Many  successful  farmers  will  be  using  part  of 
this  year’s  income  to  buy  land  to  enlarge  their  farms. 
The  demand  for  farmland  will  also  be  increased  by 
expectations  of  higher  net  farm  income  in  1981. 


FARMERS  EXPERIENCE  UNUSUAL  FINANCIAL 
CONDITIONS  IN  1980 


The  financial  conditions  of  the  farm  sector  in  1980 
have  been  influenced  by  many  factors  the  most 
important  of  which  were;  1)  extremely  high  interest 
rates  during  the  Spring  planting  season;  2)  high 
input  prices  relative  to  farm  product  prices,  exerting 
downward  pressure  on  net  farm  income;  and  3)  a 
severe  drought  in  parts  of  the  United  States  which 
substantially  reduced  crop  output  and  disrupted 
livestock  production.  The  first  two  factors  combined 
to  reduce  farmers’  ability  to  service  loans  needed  to 
buy  operating  inputs  and  capital  investments.  Caus- 
ing many  to  reduce  the  use  of  purchased  inputs  and 
delay  the  purchase  of  machinery  and  equipment. 

Furthermore,  many  commercial  banks  were  faced 
with  credit  controls  and  low  liquidity,  reducing  their 
ability  to  provide  funds  in  early  1980.  This  situation 
was  particularly  accute  in  Minnesota,  Iowa,  North 
Dakota,  South  Dakota,  Nebraska,  and  Missouri 
where  transportation  problems  depressed  local  grain 
prices,  forcing  farmers  to  hold  on  to  their  crops, 
reducing  deposits  at  local  banks. 


Both  the  Farm  Credit  System  (FCS)  and  Farmers 
Home  Administration  (FmHA)  responded  to  this 
situation  by  increasing  their  farm  lending  thereby 
continuing  their  trends  toward  a higher  market 
share  of  total  farm  debt  outstanding.  The  FCS  was 
able  to  expand  its  share  due  to  its  ability  to  tap 
national  money  markets  for  funds,  its  relatively  low 
interest  rates  due  to  its  practice  of  basing  its 
interest  rates  on  its  average  cost  of  funds,  and  its 
immunity  to  State  usury  laws.  The  FmHA  lent 
$2,185  billion  during  fiscal  1980  through  its  Econom- 
ic Emergency  Loan  Program  after  having  received 
an  additional  appropriation  of  $2  billion  for  that  pro- 
gram in  March. 

While  the  drought  produced  serious  hardships  in 
several  regions  of  the  country,  the  resultant  rise  in 
prices  caused  higher  earnings  in  areas  not  struck  by 
the  drought.  However,  the  drought  stricken  areas  are 
experiencing  lower  net  earnings  and  increased  debt 
repayment  difficulties.  Some  of  these  difficulties  will 
be  eased  through  ASCS  disaster  payments,  FmHA 


FIG.  3 flNNUPiL  CHANGE  IN  FARM  DEBT 
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disaster  loans  and  economic  emergency  loans,  and 
other  refinancing  of  existing  debt.  Many  of  these 
farmers  will  be  going  into  the  1981  production  year 
heavily  in  debt  making  a good  income  year  in  1981 
imperative  for  them. 

A great  source  of  uncertainty  for  farmers  today  is 
the  cost  of  debt  funds  through  1981.  With  the  money 
supply  growing  far  above  target  rates  it  is  widely 
expected  that  the  Federal  Reserve  System  (FRS) 
will  slow  the  growth  in  the  money  supply  substan- 
tially in  order  to  meet  their  stated  objectives.  This 
may  cause  a substantial  rise  in  interest  rates.  The 
question  is  whether  or  not  the  FRS  will  pull  back 
the  growth  rate  gradually  or  suddenly  and  when  the 
contraction  will  begin?  If  the  FRS  adopts  a con- 
sistent growth  policy  at  rates  comparable  to  the 
growth  in  the  economy,  bringing  inflationary  expec- 
tations under  control,  farmers  should  have  access  to 
reasonably  priced  debt  funds  in  the  spring  of  1981. 


Farm  Real  Estate  Debt’ 

Total  real  estate  farm  debt  rose  about  17  percent 
during  1980  to  a forecasted  level  of  $96.1  billion  for 
January  1,  1981  (table  2).  This  level  of  real  estate 
debt  constitutes  53.2  percent  of  total  farm  debt,  an 
increase  of  1 percentage  point  over  the  1980  figure. 

' 1979  estimates  for  farm  real  estate  debt  held  by  life 
insurance  companies  and  individuals  and  others  have  been 
revised  to  $10,478  million  and  $23,058  million,  respectively. 

The  Federal  land  banks  are  expected  to  continue  to 
increase  their  market  share  of  real  estate  loans  out- 
standing from  36  percent  to  38  percent  during  1980 
(table  3).  There  are  several  reasons  for  this 
phenomenon.  First,  interest  rates  rose  rapidly  in  the 
spring  giving  FLBs  a competitive  advantage  due  to 
its  policy  of  basing  interest  rates  on  their  average 


Table  2— Total  farm  debt  1971  and  1976-81^ 


Year 

Real 

estate 

debt 

Nonreal  estate  debt 

Total  debt 

Excl.  CCC 
price  support  and 
storage  loans 

CCC  price 
support  and 
storage  loans 

Incl.  CCC  price 
support  and 
storage  loans 

Excl.  CCC 
loans 

incl.  CCC 
loans 

Million  dollars  outstanding  Jan.  1 

1971 

30,346 

22,262 

1,876 

24,138 

52,608 

54,484 

1976  

51,069 

39,406 

358 

39,764 

90,475 

90,833 

1977  

56,559 

45,061 

1,012 

46,073 

101,620 

102,632 

1978  

63,641 

51,142 

4,489 

55,631 

114,783 

119,272 

1979  

70,833 

59,998 

5,242 

65,240 

130,831 

136,073 

1980  

82,123 

70,702 

4,500 

75,202 

152,825 

157,325 

1981 

96,130 

79,735 

4,677 

84,412 

175,865 

180,542 

Dollar  change  in  year(s) 

1971-75  

20,723 

17,144 

-1,518 

15,626 

37,867 

36,349 

1976-80  

45,061 

40,329 

4,319 

44,648 

85,390 

89,709 

1976  

5,490 

5,655 

654 

6,309 

11,145 

11,799 

1977  

7,082 

6,081 

3,477 

9,558 

13,163 

16,640 

1978  

7,192 

8,856 

753 

9,609 

16,048 

16,801 

1979  

11,290 

10,704 

-742 

9,962 

21,994 

21,252 

1980  

14,007 

9,033 

177 

9,210 

23,040 

23,217 

Percent  change  in  year(s) 

1971-75  

68.3 

77.0 

-80.9 

64.7 

72.0 

66.7 

1976-80  

88.2 

102.3 

1,206.4 

112.3 

94.4 

98.8 

1976  

10.8 

14.4 

182.7 

15.9 

12.3 

13.0 

1977  

12.5 

13.5 

343.6 

20.7 

13.0 

16.2 

1978  

11.3 

17.3 

16.8 

17.3 

14.0 

14.1 

1979  

15.9 

17.8 

-14.2 

15.3 

16.8 

15.6 

1980  

17.1 

12.8 

3.9 

12.2 

15.1 

14.8 

Percentage  distribution  of  debt  outstanding  Jan.  1 

1971 

55.7 

40.9 

3.4 

44.3 

96.6 

100.0 

1976  

56.2 

43.4 

.4 

43.8 

99.6 

100.0 

1977  

55.1 

43.9 

1.0 

44.9 

99.0 

100.0 

1978  

53.4 

42.8 

3.8 

46.6 

96.2 

100.0 

1979  

52.1 

44.1 

3.8 

47.9 

96.2 

100.0 

1980  

52.2 

44.9 

2.9 

47.8 

97.1 

100.0 

1981 

53.2 

44.2 

2.6 

46.8 

97.4 

100.0 

^1981  Preliminary. 
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Table  3— Real  estate  farm  debt,  1971  and  1976-81® 


Year 

Debt  owed  to  reporting  institutions 

Individuals 

and 

others 

Total 

Federal 
land  banks 

Life 

Insurance 

companies 

All 

operating 

banks 

Farmers 

Home 

Administration 

Total 

Million  dollars  outstanding  Jan. 

1 

1971 

7,145 

5,610 

3,772 

2,440 

18,967 

11,379 

30,346 

1976  

15,950 

6,726 

6,296 

3,369 

32,341 

18,728 

51,069 

1977  

18,455 

7,400 

6,781 

3,657 

36,293 

20,266 

56,559 

1978  

21,391 

8,819 

7,780 

3,982 

41,972 

21,669 

63,641 

1979  

24,619 

10,478 

8,557 

4,121 

47,775 

23,058 

70,833 

1980  

29,642 

12,165 

8,623 

6,556 

56,986 

25,137 

82,123 

1981 

36,560 

12,870 

8,670 

9,000 

67,100 

29,030 

96,130 

Dollar  change  in  year(s) 

1971-75  

8,805 

1,116 

2,524 

929 

13,374 

7,349 

20,723 

1976-80  

20,610 

6,144 

2,374 

5,631 

34,759 

10,302 

45,061 

1976  

2,505 

674 

485 

288 

3,952 

1,538 

5,490 

1977  

2,936 

1,419 

999 

325 

5,6  79 

1,403 

7,082 

1978  

3,228 

1,659 

777 

139 

5,803 

1,389 

7,192 

1979  

5,023 

1,68  7 

66 

2,435 

9,211 

2,079 

11,290 

1980  

6,918 

705 

47 

2,444 

10,114 

3,893 

14,007 

Percent  change  in  year(s) 

1971-75  

123.2 

19.9 

66.9 

38.1 

70.5 

64.6 

68.3 

1976-80  

129.2 

91.3 

37.7 

167.1 

107.5 

55.0 

88.2 

1976  

15.7 

10.0 

7.7 

8.5 

12.2 

8.2 

10.8 

1977  

15.9 

19.2 

14.7 

8.9 

15.6 

6.9 

12.5 

1978  

15.1 

18.8 

10.0 

3.5 

13.8 

6.4 

11.3 

1979  

20.4 

16.1 

.8 

59.1 

19.3 

9.0 

15.9 

1980  

23.3 

5.8 

.5 

37.3 

17.7 

15.5 

17.1 

Percentage  distribution  of  debt  outstanding  Jan.  1 

1971 

23.6 

18.5 

12.4 

8.0 

62.5 

37.5 

100.0 

1976  

31.2 

13.2 

12.3 

6.6 

63.3 

36.7 

100.0 

1977  

32.6 

13.1 

12.0 

6.5 

64.2 

35.8 

100.0 

1978  

33.6 

13.9 

12.2 

6.3 

66.0 

34.0 

100.0 

1979  

34.7 

14.8 

12.1 

5.8 

67.4 

32.6 

100.0 

1980  

36.1 

14.8 

10.5 

8.0 

69.4 

30.6 

100.0 

1981 

38.0 

13.4 

9.0 

9.4 

69.8 

30.2 

100.0 

®1981  Preliminary. 


cost  of  funds.  Second,  commercial  banks  experienced 
liquidity  problems  as  evidenced  by  high  loan-to- 
deposit  ratios.  In  addition,  a need  to  refinance  short 
term  debt  with  long  term  real  estate  secured  debt 
helped  contribute  to  a 23  percent  rise  in  FLB  debt  in 
particular.  In  fact,  during  the  second  quarter  of  1980 
only  27  percent  of  the  FLB  loans  made  were  for  the 
purpose  of  buying  real  estate,  the  lowest  percentage 
since  1971. 

The  Farmers  Home  Administrations’  (FmHA)  real 
estate  debt  is  projected  to  increase  37  percent  by 
January  1,  1981,  bringing  its  share  of  total  real 
estate  debt  to  more  than  9 percent.  The  FmHA  share 
has  been  growing  since  1979  and  can  be  attributed 
primarily  to  the  growth  of  the  Economic  Emergency 
and  Farm  Ownership  Loan  Programs. 

Real  estate  debt  held  by  life  insurance 
companies  (LICs)  is  expected  to  increase  almost  6 


percent  during  1980,  the  smallest  percentage 
increase  since  1974.  Their  market  share  will  likely 
decline  over  1 percentage  point  to  13.4  percent  of 
total  real  estate  debt.  A principal  reason  for  the 
decline  in  market  share  is  internal  rationing  by  LICs 
due  to  an  increase  in  policy  loans  which  are  avail- 
able to  policy  holders  at  rates  of  interest  far  below 
prevailing  market  rates. 

Commercial  banks,  primarily  due  to  high  interest 
rates  and  low  liquidity,  are  expected  to  decline  in 
market  share  during  1980  from  10.5  to  9 percent. 
Farm  real  estate  debt  held  by  commercial  banks  rose 
only  about  one-half  of  1 percent  this  year  matching 
its  growth  rate  during  1979  but  falling  far  short  of 
rates  of  growth  during  previous  years.  It  appears 
that  this  recent  trend  will  continue  based  on  the 
American  Bankers  Association  (ABA)  Farm  Credit 
Survey  results  shown  in  table  4.  Over  80  percent  of 
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Table  4— Changes  in  volume  of  different  types  of  farm  loans  at  commercial  banks^ 


Type  of  loan 

Actual  change: 

Expected  change: 

Mid-1979  to  mid-1980 

Mid-1980  to  mid-1981 

Increase 

Decrease 

Same 

Increase 

Decrease 

Same 

Percent  of  banks  reporting 

General  operating 

69 

16 

15 

75 

6 

19 

Farm  machinery  and  equipment  . . . 

31 

46 

23 

47 

19 

34 

Crop  storage 

28 

22 

50 

25 

17 

58 

Other  livestock  incl.  dairy 

33 

22 

45 

36 

9 

55 

Feeder  cattle  (feed  and  calves)  .... 

26 

35 

39 

38 

14 

48 

All  nonreal  estate 

50 

22 

28 

57 

7 

36 

Farm  real  estate 

15 

39 

46 

19 

25 

56 

®Data  were  obtained  in  a survey  conducted  by  the  American  Bankers  Association  (ABA)  in  Aug. -Sept.  1980. 


Table  5— Nonreal  estate  farm  debt,  1971  and  1976-81® 


Year 

Debt  owed  to  reporting  institutions  (excluding  CCC) 

Individuals 

and 

others‘^ 

Total 

excluding 

CCC 

loans 

CCC  price 
support 
and 

storage  loans 

Total, 

Including 

CCC 

loans 

All 

operating 

banks 

Production 

credit 

assoc. 

Federal 
intermediate 
credit  banks'^ 

Farmers 

Home 

Admin. 

Total 

Million  dollars  outstanding  Jan.  1 

1971  .... 

11,102 

5,295 

220 

795 

17,412 

4,850 

22,262 

1,876 

24,138 

1976  .... 

20,160 

10,773 

350 

1,772 

33,055 

6,350 

39,406 

358 

39,764 

1977  .... 

23,283 

12,233 

368 

1,877 

37,761 

7,300 

45,061 

1,012 

46,073 

1978  .... 

25,709 

13,508 

374 

3,141 

42,732 

8,410 

51,142 

4,489 

55,631 

1979  .... 

28,273 

15,016 

509 

5,780 

49,578 

10,420 

59,998 

5,242 

65,240 

1980  .... 

31,034 

18,299 

666 

8,983 

58,982 

11,720 

70,702 

4,500 

75,202 

1981  .... 

31,410 

20,500 

825 

13,000 

65,735 

14,000 

79,735 

4,677 

84,412 

Dollar  change  in  year  (s) 

1971-75  . . 

9,058 

5,478 

130 

977 

15,643 

1,500 

17,144 

-1,518 

15,626 

1976-80  . . 

11,250 

9,727 

475 

11,228 

32,680 

7,650 

40,329 

4,319 

44,648 

1976  .... 

3,123 

1,460 

18 

105 

4,706 

950 

5,655 

654 

6,309 

1977  .... 

2,426 

1,275 

6 

1,264 

4,971 

1,110 

6,081 

3,477 

9,558 

1978  .... 

2,564 

1,508 

135 

2,639 

6,846 

2,010 

8,856 

753 

9,609 

1979  .... 

2,761 

3,283 

157 

3,203 

9,404 

1,300 

10,704 

-742 

9,962 

1980  .... 

376 

2,201 

159 

4,017 

6,753 

2,280 

9,033 

-177 

9,210 

Percent  change  in  year  (sj 

1971-75  . . 

81.6 

103.5 

59.1 

122.9 

89.8 

30.9 

77.0 

-80.9 

64.7 

1976-80  . . 

55.8 

90.3 

135.7 

633.6 

98.9 

120.5 

102.3 

1,206.4 

112.3 

1976  .... 

15.5 

13.6 

5.1 

5.9 

14.2 

15.0 

14.4 

182.7 

15.9 

1977  .... 

10.4 

10.4 

1.6 

67.3 

13.2 

15.2 

13.5 

343.6 

20.7 

1978  .... 

10.0 

11.2 

36.1 

84.0 

16.0 

23.9 

17.3 

16.8 

17.3 

1979  .... 

9.8 

21.9 

30.8 

55.4 

19.0 

12.5 

17.8 

-14.2 

15.3 

1980  .... 

1.2 

12.0 

23.9 

44.7 

11.4 

19.5 

12.8 

3.9 

12.2 

Percentage  distribution  of  debt  outstanding  Jan.  1 

1971  .... 

46.0 

21.9 

.9 

3.3 

72.1 

20.1 

92.2 

7.8 

100.0 

1976  .... 

50.7 

27.1 

.9 

4.4 

83.1 

16.0 

99.1 

,9 

100.0 

1977  .... 

50.5 

26.6 

.8 

4.1 

82.0 

15.8 

97.8 

2.2 

100.0 

1978  .... 

46.2 

24.3 

.7 

5.6 

76.8 

15.1 

91.9 

8.1 

100.0 

1979  .... 

43.3 

23.0 

.8 

8.9 

76.0 

16.0 

92.0 

8.0 

100.0 

1980  .... 

41.3 

24.3 

.9 

11.9 

78.4 

15.6 

94.0 

6.0 

100.0 

1981  .... 

37.2 

24.3 

1.0 

15.4 

77.9 

16.6 

94.5 

5.5 

100.0 

®1981  Preliminary.  ^Financial  institutions  other  than  PCA’s  that  obtain  funds  from  the  FICB’s.  ‘•Includes  Small  Business 
Administration  farm  loans  estimated  at  $.3  bil.,  $1.7  bll.,  $2.4  bll.,  and  $2.6  bil.  for  Jan.  1,  1978,  1979,  1980,  and  1981, 
respectively. 
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the  respondents  indicated  that  the  volume  of  farm 
real  estate  loans  made  by  their  banks  will  either 
decrease  or  remain  the  same  in  1981.  Hence,  the  role 
of  commercial  banks  in  providing  real  estate  secured 
credit  to  farmers  to  can  be  expected  decline  even 
further  in  1981. 

Although  there  is  little  information  available  on 
seller  financing  during  1980,  it  is  expected  that  their 
(individuals  and  others)  share  of  total  real  estate 
debt  will  decline  to  about  30  percent  by  January  1, 
1981.  In  spite  of  the  higher  interest  rates  which 
encouraged  greater  seller  financing,  the  decline  in 
land  transfers  this  year  should  result  in  a reduction 
in  individuals  and  others’  share  of  total  loans  out- 
standing since  seller-financed  mortgages  tend  to 
have  shorter  maturities  than  institutional  lenders. 
This  implies  that  a larger  number  of  seller-financed 
loans  will  be  paid  off  without  being  offset  by  new 
seller-financed  loans,  producing  a drag  on  the  other- 
wise substantial  growth  in  the  debt  held  by  individu- 
als and  others. 

Farm  Nonreal  Estate  Debt 

Total  nonreal  estate  debt  is  expected  to  rise  about 
12  percent  in  1980  to  a projected  level  of  about  $84.4 
billion  on  January  1,  1981  (table  5). 

The  most  important  suppliers  of  nonreal  estate 
credit  to  farmers  are  commercial  banks.  However, 
their  share  of  total  nonreal  estate  debt  will  have 
eroded  by  4 percentage  points  during  1980  to  37.2 
percent  due  primarily  to  low  liquidity  and  high 
interest  rates.  Commercial  banks’  farm  nonreal 
estate  debt  outstanding  should  rise  only  1 percent  in 
1980  compared  with  a 10  percent  rate  of  growth  last 
year.  However,  over  half  of  the  respondents  to  the 
ABA  Farm  Credit  Survey  indicated  that  their  banks 
would  increase  their  nonreal  estate  lending  to  farm- 
ers in  1981.  Assuming  the  unusual  financial  situa- 
tion of  1980  is  not  repeated  in  1981,  commercial 
banks  are  expected  to  continue  their  role  as  the 
major  lender  of  nonreal  estate  funds  to  farmers.  This 
role  may  in  fact  be  enhanced  by  The  Depository 
Institutions  Deregulation  and  Monetary  Control  Act 
of  1980  which  preempts  State  usury  laws  on  agricul- 
tural loans  of  $25,000  or  more,  allowing  interest 
rates  to  rise  5 percentage  points  above  the  Federal 
Reserve  discount  rate.  This  should  permit  commer- 
cial banks  to  continue  to  lend  money  during  periods 
of  high  interest  rates  rather  than  allow  customers  to 
seek  funds  from  the  Farm  Credit  System  which  is 
not  subject  to  State  usury  laws. 

Production  Credit  Associations’  (PCAs)  nonreal 
estate  debt  outstanding  is  expected  to  increase  12 
percent  in  1980,  as  opposed  to  22  percent  growth  in 
1981,  leaving  their  market  share  unchanged  at  24.3 
percent. 

Federal  Intermediate  Credit  Banks’  (FICBs)  non- 
real  estate  debt  outstanding  rose  24  percent  in  1980. 


This  growth  was  attributed  primarily  to  the  competi- 
tive edge  that  FCS  interest  rates  held  over  commer- 
cial banks’  traditional  sources  of  funds  and  low 
liquidity  at  commercial  banks. 

The  FmHA  share  of  total  nonreal  estate  debt  is 
projected  to  rise  3.5  percentage  points  to  15.4  per- 
cent of  all  nonreal  estate  debt  by  January  1,  1981. 
This  increase  in  share  will  result  from  a forecasted 
44.7-percent  rise  in  nonreal  estate  debt  outstanding 
for  FmHA  during  the  year. 

The  six  full-line  farm  machinery  manufacturers 
surveyed  increased  their  loans  outstanding  by  38 
percent  in  1980  (see  table  6).  Although  high  interest 
rates  tend  to  discourage  firms  from  granting  trade 
credit,  the  sales  incentive  apparently  overrode  this 
factor  for  farm  machinery  dealers.  Overall,  outstand- 
ing nonreal  estate  debt  supplied  by  individuals  and 
others  (machinery  dealers  as  well  as  other  suppliers) 
is  expected  to  rise  about  19  percent  during  the 
year— bringing  their  projected  market  share  to  17 
percent  on  January  1,  1981. 

The  Commodity  Credit  Corporation  loans  outstand- 
ing are  projected  to  increase  about  4 percent  this 
year.  The  share  of  total  nonreal  estate  debt  held  by 
CCC  is  expected  to  decline  only  slightly  hy  the  end  of 
the  year. 


Table  6— Loan  funds  supplied  by  six  large  full-line 
farm  machinery  manufacturers  for  retail  purchases 
of  farm  machinery  and  equipment® 


Loans  outstanding  end  of  year 

Million 

Percent 

dollars 

(1970=100) 

1970  

1,170 

100 

1971 

1,179 

101 

1972  

1,499 

128 

1973  

1,183 

101 

1974  

1,160 

99 

1975  

1,530 

131 

1976  

2,192 

187 

1977  

3,06  7 

262 

1978  

3,131 

268 

1979^  

3,488 

298 

1980^^ 

4,814 

411 

Loans  made  during  year 

Million 

Percent 

dollars 

(19  70=100) 

1970  

928 

100 

1971 

936 

101 

1972  

1,329 

143 

1973  

1,065 

115 

1974  

876 

94 

1975  

1,236 

133 

1976  

1,915 

206 

1977  

2,682 

289 

1978  

2,661 

287 

1979^^ 

3,133 

338 

1980*= 

4,152 

447 

^Excludes  loan  estimated  to  have  been  made  for  nonfarm 
purposes.  Years  shown  are  company  fiscal  years:  October  31  for 
4 companies,  December  31  for  the  other  2.  Data,  including 
estimates  for  1980  and  revisions,  were  provided  by  the  six 
companies.  ^Revised.  “^Estimated. 
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Interest  Rates  and  Charges 

Interest  rates  in  1980  have  been  substantially 
higher  than  in  previous  years.  Rates  rose  to  a peak 
in  April,  declined  steadily  through  July  and  August, 
and  have  recently  begun  to  creep  upward  again.  This 
pattern  was  particularity  troublesome  to  farmers 
since  the  peak  occured  during  Spring  planting,  a 
time  when  farm  borrowing  is  seasonally  heavy. 

The  prime  rate,  which  is  a short  term  money 
market  rate,  was  extremely  volatile  during  the  year. 
From  a 1979  second  quarter  average  of  11.75  percent 
it  rose  to  an  average  15.25  percent  in  January  1980 
and  peaked  at  20  percent  in  April.  Since  April,  the 
prime  rate  declined  to  a monthly  average  of  11  per- 
cent in  August  and  by  early  November  had  increased 
to  15-1/2  percent. 

Most  farm  interest  rates  have  followed  a pattern 
similar  to  the  prime  rate,  however,  with  less  volatily. 
In  May,  PCA  and  FLB  average  rates  were  14.1  and 
10.9  percent,  respectively.^  In  October,  PCA’s  and 
FLB’s  were  charging  an  average  of  12.1  and  10.3  per- 
cent, respectively,  comparable  to  those  of  January. 

^ Average  percentage  rates  for  these  Farm  Credit  System 
lenders,  however,  would  be  higher  than  the  stated  interest 
rates  since  they  do  not  reflect  required  stock  purchases  and 
loan  fees. 

The  Farmers  Home  Administration  has  a variety 
of  loan  programs  each  with  interest  rates  set  by  law. 
Generally,  the  operating  loan  and  farm  ownership 
loan  interest  rates  move  together  and  are  within  a 
half  percentage  point  of  each  other.  FmHA  rates 


peaked  in  May  with  rates  for  the  operating  loan, 
farm  ownership,  and  economic  emergency  (operating 
purposes)  loan  programs  at  12.5,  12.0,  and  14  per- 
cent, respectively.  In  late  October,  those  rates  were 
10.5,  11.0,  and  11.5  percent,  respectivley. 

CCC  commodity  loan  rates  on  the  1979  crop 
increased  from  9 percent  in  April  of  this  year  to  the 
current  rate  of  13  percent  in  May.  The  loan  rate  on 
the  1980  crop  has  declined  from  13  percent  in  May  to 
11.5  percent  in  July  and  has  remained  at  that  level 
though  October. 

The  most  recent  data  available  for  interest  rates 
on  seller-financed  real  estate  loans  is  for  the  first 
quarter  of  1980.  Although  substantially  below  those 
of  Federal  land  banks  during  that  period,  seller- 
financed  loan  rates  rose  to  9.1  percent  from  about 
8.3  percent  in  1979  (figure  4). 

Interest  charges  on  farm  debt  are  expected  to 
reach  about  $16.2  billion  in  1980,  an  increase  of  25 
percent  from  1979.  Total  interest  charges  consist  of 
$7.4  billion  on  real  estate  debt  and  $8.7  billion  on 
nonreal  estate  debt.  This  rise  reflects  both  the  14.8- 
percent  increase  in  total  farm  debt  outstanding  as 
well  as  the  rise  in  the  cost  of  debt  funds,  (figures  4 
and  5). 

The  outlook  for  interest  rates  in  1981  is  uncertain 
and  largely  depends  on  the  monetary  policy  adopted 
by  the  Federal  Reserve  System  (FRS).  If  the  FRS 
attempts  to  bring  the  growth  in  the  money  supply 
back  on  target,  interest  rates  can  be  expected  to 
remain  high  until  that  is  accomplished.  On  the  other 
hand,  if  the  FRS  permits  continued  rapid  growth  in 
the  money  supply,  lenders  may  raise  rates  to  com- 
pensate for  an  expected  rise  in  the  rate  of  inflation. 


FIG.  4 INTEREST  ROTES  OH  FORM  REOL  ESTOTE  LOONS 
PERCENT 


QUARTERLY  DATA  FOR  LIFE  INSURANCE  COMPANIES  (NEU  COMMITMENTS)  AND  FEDERAL  LAND  BANKS  (NEU  LOANS) 
SEMI-ANNUAL  DATA  FOR  SELLER  FINANCED.  LATEST  RATES  ARE  11.2  FOR  LIFE  INSURANCE  COMPANIES  IN  4TH 
QTR.  1979,  10.3  FOR  FEDERAL  LAND  BANKS  IN  OCTOBER  1930  AND  9.1  FOR  SELLER  FINANCED  IN  FEBRUARY  1980. 

1/ 

- EXCLUDES  COST  OF  REQUIRED  STOCK  PURCHASES. 

2/ 

- FINANCING  OF  THE  SALE  IS  PROVIDED  BY  THE  PREVIOUS  OWNER  OF  THE  FARMLAND. 
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FIG. 5 INTEREST  ROTES  ON  NONREfiL  ESTOTE  FARM  LOANS, 
AND  THE  PRIME  RATE  CHARGED  BY  BANKS 


nUORTEPUY  DfiTfi 

SHORT-TERM  PRODUCTION  LOfiNS  MINNEPPOLIS  FEDERRL  RESERVE  DISTRICT. 


CASH  SOURCES  AND  USES  OF  FUNDS 
FOR  THE  FARM  SECTOR 


Two  minor  changes  have  been  made  in  calculating 
the  farm  sector’s  cash  sources  and  uses  of  funds 
account  (table  7).^  In  previous  reports  non-cash 
expenses  for  farm  labor  were  included  in  cash  pro- 
duction expenses  in  calculating  net  cash  income 
from  farm  and  nonfarm  farm  sources.  The  current 
account  does  not  net  out  these  expenses  and,  there- 
fore, reports  higher  cash  incomes  than  previously 
published  statements.  The  other  change  made  was  to 
expand  “other  cash  uses,”  to  include  changes  in  bal- 
ance sheet  assets  not  previously  counted  as  uses  of 
funds.  Net  additions  to  farmer-owned  savings  bonds 
and  equity  in  farmer  cooperatives  are  now  incor- 
porated as  uses  of  funds  to  more  completely  deal 
with  yearly  changes  in  the  balance  sheet  of  the 
farming  sector.  These  changes  are  part  of  a continu- 
ing effort  to  improve  the  aggregate  financial 
accounts  of  the  farming  sector.  Unfortunately, 
because  of  lack  of  data,  the  accounts  still  do  not 
include  income  from  the  sale  of  farmland  to  the  non- 
farm sector,  gifts  and  inheritances  from  outside  the 
sector,  gross  flows  of  loan  funds,  and  cash  brought 
into  the  sector  hy  new  entrants. 

This  table  replaces  all  previously  reported  cash  sources 
and  uses  of  funds  accounts  published  in  prior  issues  of  the 
Agricultural  Finance  Outlook. 

Projected  Cash  Sources  of  Funds 

Cash  sources  of  funds  for  the  farm  sector  are  pro- 
jected at  $109.5  billion  for  1979  (table  8).  Projec- 


tions of  total  cash  sources  for  1980  and  1981  are 
$110.0  billion  and  $125.3  billion,  respectively.  The 
slowdown  of  growth  in  cash  sources  in  1980  is 
expected  to  be  reversed  in  1981  when  another  record 
high  cash  flow  is  expected. 

Income  from  Farm  and  Nonfarm  Sources 

Current  dollar  net  cash  income  from  farm  and  non- 
farm sources  increased  in  1979,  rose  slightly  in  1980, 
and  is  expected  to  rise  substantially  in  1981.  The 
preliminary  forecast  of  net  farm  income  for  1980  is 
between  $23  and  $25  billion.  With  a strengthening 
farm  economy  and  expected  improvements  in  other 
sectors,  off-farm  employment  opportunities  should  be 
improved  in  1981.  The  ratio  of  net  cash  income  from 
farm  and  nonfarm  sources  to  total  cash  uses  of  funds 
measures  the  degree  to  which  farm  operators  rely  on 
internally  generated  funds.  This  ratio  trended  down- 
ward through  most  of  the  seventies  but  was  reversed 
in  1980. 

Farm  Borrowing 

The  net  increase  in  real  estate  debt  grew  in  both 
1979  and  1980.  Projections  suggest  a slowdown  in 
1981  as  farmers  reduce  the  burden  of  loan  renewals 
from  1980  with  higher  incomes  expected  in  1981. 
The  increase  in  nonreal  estate  debt  was  less  in  1980 
than  in  1979  due  to  historically  high  interest  rates 
in  the  spring.  Lower  expected  farm  incomes  probably 
caused  many  farmers  to  refinance  short  term  debt 
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savings  bonds,  equity  In  farmer  cooperatives  and  purchases  of  breeding  livestock. 


Table  8— Cash  sources  and  uses  of  funds  in  the  farm  sector,  1979-1981 


1979a 

1980^ 

1981'^ 

Billion  dollars 

Cash  sources  of  funds: 

Net  cash  income  from  farm  and 

nonfarm  sources 

87.5 

8 7.0 

96.7 

Net  flow  of  real  estate  loans 

11.3 

14.0 

12.1 

Net  flow  of  nonreal  estate  loans 

10.7 

9.0 

16.5 

Total  cash  sources  of  funds 

109.5 

110.0 

125.3 

Cash  uses  of  funds: 

Purchases  of  machinery  and  motor 

vehicles 

10.5 

7.3 

19.4 

Capital  improvements  to  real  estate  assets 

5.6 

3.9 

11.5 

Other  capital  formation 

5.5 

0.5 

9.6 

Annual  capital  formation 

21.6 

11.7 

40.5 

Purchases  of  real  estate  from 

discontinuing  proprietors 

13.2 

13.2 

16.1 

Total  purchased  capital 

34.8 

24.9 

56.6 

Personal  consumption  and  other 

cash  uses 

74.7 

85.1 

68.7 

Total  cash  uses  of  funds 

109.5 

110.0 

125.3 

Total  purchased  capital 

34.8 

24.9 

56.6 

Change  in  inventories 

4.1 

-1.3 

1.6 

Total  capital  flow 

38.9 

23.6 

58.2 

Real  dollar  flows: 

Total  net  cash  income/CPI 

40.2 

35.3 

35.8 

Personal  consumption  and  other 

cash  uses/CPI 

34.4 

34.5 

Percent 

25.4 

Analytical  ratios: 

Total  purchased  capital/Total  net 

cash  income 

39.8 

28.7 

58.5 

Total  net  flow  of  loans/Total  purchased 

capital 

63.2 

92.5 

50.6 

Total  net  flow  of  loans/Total  capital  flow 

56.6 

97.5 

49.2 

Net  flow  of  real  estate  loans/Total  cash  uses 

10.3 

12.8 

9.7 

Cash  Income/Total  cash  uses 

79.9 

79.0 

77.2 

Debt  outstanding/Total  cash  income 

179.8 

207.6 

214.5 

^Preliminary.  *^Forecast. 


using  real  estate  assets  as  collateral,  contributing  to 
the  unusually  small  net  increase  in  nonreal  estate 
debt.  As  in  the  recent  past,  the  Farm  Credit  System 
is  expected  to  provide  the  largest  share  of  new  loans 
throughout  the  period.  Some  slowdown  in  their 
growth  rate  can  be  expected  if  projected  lower 
interest  rates  occur  in  1981. 

The  Farmers  Home  Administration  has  become  a 
major  source  of  debt  financing  to  agriculture.  Its 
loans  outstanding  were  $15,538  billion  on  January  1, 
1980  and  are  expected  to  be  over  $22  billion  on  Janu- 
ary 1,  1981,  an  increase  of  almost  $7  billion  during 
1980.  Some  slowing  of  the  growth  of  Farmers  Home 
Administration  lending  is  expected  to  occur  in  1981 
since  higher  farm  incomes  are  forecast. 

The  ratio  of  debt  outstanding  to  total  net  cash 
income  is  a measure  of  the  relative  burden  of  debt 
against  income.  This  ratio  increased  from  77  percent 
in  1951  to  almost  180  percent  in  1979.  A large 
increase  is  expected  for  1980  because  of  continuing 
increases  in  debt  outstanding  coupled  with  a modest 
decline  in  cash  income.  A resurgence  of  capital 


investment  in  1981  will  increase  the  ratio  even 
further  as  increases  in  debt  will  likely  outpace  sub- 
stantial increases  in  income.  The  movement  to  debt 
financing  in  the  last  30  years  has  made  farm  produc- 
tion dependent  upon  readily  available  credit  as  evi- 
denced by  the  financial  distress  of  farmers  in  the 
spring  of  1980. 

Projected  Cash  Uses  of  Funds 

A cash  flow  statement  requires  that  cash  sources 
equal  cash  uses.  Thus  cash  uses  of  funds  for  1979, 
1980,  and  1981  are  identical  to  the  cash  sources  dis- 
cussed above  (table  8).  Uses  of  funds  include  the 
acquisition  of  capital  assets,  purchases  of  consump- 
tion items,  and  withdrawls  for  off-farm  investment. 

Farm  Capital  Flows 

Purchases  of  capital  assets  were  high  in  1979  but 
showed  a substantial  decline  in  1980.  Historically, 
high  interest  rates  and  expectations  of  low  farm 
incomes  for  1980  made  farmers  postpone  purchases 
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of  equipment.  A resurgence  in  demand  for  capital 
assets  is  likely  in  1981  with  expectations  of  lower 
interest  rates  and  improving  farm  incomes.  Prelim- 
inary measure  of  annual  capital  formation  in  1979 
set  gross  investment  at  $21.6  billion.  Estimates  for 
1980  and  1981  are  $11.8  billion  and  $40.5  billion, 
respectively.  Other  capital  items  include  net  changes 
in  household  furnishings,  commercial  bank  deposits 
and  currency,  savings  bonds,  equity  in  farmer 
cooperatives,  and  purchases  of  breeding  livestock. 
Capital  formation  for  these  items  is  expected  to  be 
$5.5  billion,  $0.5  billion,  and  $9.6  billion  for  1979, 
1980,  and  1981,  respectively. 

The  equity  of  discontinuing  proprietors  purchased 
by  continuing  farm  operators  or  nonoperator  land- 
lords is  an  increasingly  important  use  of  funds.  Prel- 
iminary estimates  put  the  value  of  this  flow  at  $13.2 
billion  in  1979.  It  is  expected  to  be  $13.2  billion  in 
1980  and  $16.1  billion  in  1981.  These  values  do  not 
keep  up  with  increases  in  the  value  of  farm  real 
estate  because  of  declines  in  farm  transfers.  The 
transfer  rate  is  expected  to  be  extremely  low  in  1980 
mainly  due  to  high  interest  rates.  Land  transfers  are 
expected  to  increase  in  1981. 

Changes  in  crop  and  livestock  inventories  are  a 
relatively  small,  but  highly  variable,  component  of 
capital  flow.  Unlike  other  capital  assets,  most  inven- 


tories are  homegrown,  requiring  cash  expenditures 
only  for  the  inputs  to  produce  them.  Therefore, 
changes  in  the  values  of  inventories  are  presented 
separately  in  tables  7 and  8. 

Ratios  of  the  net  flows  of  loan  funds  to  purchased 
capital,  or  to  total  capital  flows,  allow  measurement 
of  the  relative  importance  of  borrowed  funds  in 
financing  capital  acquisitions.  For  1980,  the  net 
change  in  debt  outstanding  is  expected  to  account 
for  92.5  percent  of  total  purchased  capital  as  opposed 
to  63.2  percent  in  1979.  Projections  for  1981  put  this 
ratio  at  50.6  percent. 

Personal  Consumption  and  Other  Cash  Uses 

Personal  consumption  and  other  cash  uses  of  funds 
include  expenditures  for  food,  clothing,  taxes,  other 
personal  consumption  items,  and  nonfarm  invest- 
ments. The  value  is  computed  residually  by  subtract- 
ing the  uses  of  funds  accounted  for  in  the  Balance 
Sheet  of  the  Farming  Sector  and  Farm  Income  Statis- 
tics from  the  total  sources  of  funds.  For  1980,  person- 
al consumption  and  other  cash  uses  is  expected  to  be 
$85.1  billion  in  nominal  dollars.  When  this  figure  is 
adjusted  for  inflation  it  represents  the  lowest  level 
since  1977.  A major  decline  is  expected  for  1981  with 
projections  of  $68.7  billion  in  current  dollars  and 


Table  9— Balance  sheet  of  the  farming  sector,  1978-1982 


Percent  Changes 

Items/Years  (Jan.  1) 

1978 

1979 

1980 

1981^ 

1982^^ 

1980-81 

1981-82 

Billion  dollars 

Assets 

Physical  assets: 

Real  estate 

513.7 

586.1 

671.3 

730.3 

810.8 

9 

11 

Nonreal  estate 

Livestock  and  poultry 

31.9 

51.3 

61.2 

69.9 

62.6 

14 

-10 

Machinery  and  motor  vehicles 

77.1 

85.1 

94.3 

98.0 

120.4 

4 

23 

Crops  stored  on  and  off-farm 

24.9 

27.4 

33.1 

38.3 

42.3 

16 

10 

Household  equipment  and  furnishings . . . . 

15.6 

18.0 

20.5 

22.5 

25.4 

10 

13 

Financial  assets: 

Deposits  and  currency 

U.S.  Savings  Bonds  and  Investments  In 

15.2 

15.5 

15.9 

16.2 

16.4 

2 

1 

cooperatives 

19.2 

21.0 

22.6 

24.1 

29.4 

7 

22 

Total  assets 

697.6 

804.4 

918.9 

999.3 

1,107.3 

9 

11 

Claims 

Liabilities: 

Real  estate  debt 

Nonreal  estate  debt  to: 

63.7 

70.8 

82.1 

96.1 

108.3 

17 

13 

CCC 

4.5 

5.2 

4.5 

4.7 

3.0 

4 

-36 

Others 

51.1 

60.1 

70.7 

79.7 

96.2 

13 

21 

Total  liabilities 

119.3 

136.1 

157.3 

180.5 

207.5 

15 

15 

Proprietors  equities 

578.3 

668.3 

761.6 

818.8 

899.8 

8 

10 

Total  claims 

697.6 

804.4 

918.9 

999.3 

1,107.3 

9 

11 

^Preliminary.  *^Forecast. 
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$25.4  billion  in  constant  dollars.  This  decline 
represents  a major  commitment  to  capital  purchases 
postponed  by  farmers  because  of  high  interest  rates 
during  1980. 

Outlook  for  1 981 

Net  farm  income  in  1981  is  expected  to  be  between 
$27  and  $32  billion,  almost  one-fourth  higher  than 
the  level  in  1980.  The  1980  drought  decreased  pro- 
duction of  many  crops  so  that  inventories  will  be  low 
going  into  1981.  This  will  tend  to  keep  crop  prices 
high  throughout  the  year  and,  with  normal  produc- 
tion, imply  substantial  increases  in  farm  incomes. 
Incomes  of  livestock  producers  are  also  expected  to 
improve  in  1981.  Growth  in  consumer  incomes  is 
likely  to  increase  the  demand  for  meat  next  year. 
Supplies  will  decline  as  a cutback  in  pork  production 
more  than  offsets  gains  in  cattle  and  poultry  produc- 
tion. 

^ Projection  of  the  balance  sheet  and  the  cash  sources 
and  uses  of  funds  statement  for  1981  have  been  made  using 
the  USDA’s  GEM  model.  Documentation  of  the  model  is 
available  from  the  the  Department  of  Agricultural  Econom- 
ics, Texas  A&M  University  in  Technical  Report 
No.  DTR  80-5  entitled,  Description  and  Use  of  a 
Macroeconomic  Model  of  the  U.S.  Economy  which  Emphasizes 
Agriculture. 


Higher  incomes  and  lower  interest  rates  projected 
for  1981  will  likely  cause  a return  to  larger  increases 
in  farm  real  estate  values  (table  9).  The  value  of 
farm  real  estate,  expected  to  be  $730  billion  on  Janu- 
ary 1,  1981,  is  conservatively  projected  to  grow  to 
over  $811  billion  on  January  1,  1982.  An  11  to  16 
percent  change  is  currently  expected,  returning  to 
farm  real  estate  value  increases  higher  than  the 
expected  inflation  rate.  Growth  in  real  estate  debt 
outstanding  will  likely  be  less  in  1981  than  it  will  be 
for  1980  given  an  11  percent  increase  in  real  estate 
values.  However,  if  the  increase  in  real  estate  values 
is  closer  to  16  percent,  the  net  change  in  real  estate 
debt  may  be  higher  in  1981  than  it  is  expected  to  be 
in  1980.  Nonreal  estate  debt  is  expected  to  increase 
much  faster  next  year.  The  expected  rapid  increase 
of  capital  expenditures  will  expand  the  need  for 
intermediate  term  credit. 

Higher  incomes  and  more  rapid  increases  in  asset 
values  should  leave  farmers  in  better  financial  shape 
by  the  end  of  1981.  Proprietors’  equities  are  project- 
ed to  increase  by  at  least  10  percent,  representing  a 
real  increase  in  wealth.  If  real  estate  asset  values 
rise  faster  than  the  estimated  11  percent  (table  9), 
the  financial  condition  of  established  farm  landown- 
ers will  improve  by  the  end  of  next  year. 


TAXATION 


Recent  Legislation 

Carryover  Basis  Rules  Repealed 

Prior  to  the  Tax  Reform  Act  of  1976,  capital  gains 
on  property  that  were  not  realized  during  an 
individual’s  lifetime  were  not  taxable  for  income  tax 
purposes  as  long  as  the  land  was  not  sold  before 
death.  At  death,  the  value  of  the  property  at  the 
time  of  inheritance  was  “stepped  up’’  to  its  fair 
market  value.  This  value  became  the  tax  basis  which 
is  the  value  assigned  to  newly-acquired  property 
from  which  subsequent  gains  or  losses  are  assessed. 
Thus,  if  an  heir  were  to  subsequently  sell  the  inher- 
ited property,  gains  or  losses  prior  to  the  inheritance 
would  be  disregarded  and  the  heir  would  only  pay 
capital  gains  on  appreciation  accruing  to  the  proper- 
ty after  inheritance.  In  an  attempt  to  tax  the  capital 
gains  accruing  to  property  prior  to  inheritance. 
Congress  enacted  the  carryover  basis  provisions. 

The  carryover  basis  rules,  enacted  by  the  Tax 
Reform  Act  of  1976,  required  an  heir  to  pay  income 
taxes  on  a portion  of  the  capital  gains  earned  prior 
to  inheritance.  The  tax  basis  became  the  greater  of 
the  price  which  the  decedent  originally  paid  for  the 
property  or  the  appraised  fair  market  value  on 
December  31,  1976.  Farmland  appreciation  for  tax 


purposes  was  to  be  calculated  under  the  carryover 
basis  by  multiplying  the  total  appreciation  by  the 
ratio  of  the  length  of  time  the  land  was  held  after 
December  31,  1976  to  the  total  length  of  time  the 
land  was  held.  Strong  opposition  to  the  carryover 
basis  provisions  by  many  tax-oriented  groups  helped 
prevent  its  implementation.  The  provisions  were 
finally  repealed  earlier  this  year.  Thus,  capital  gains 
on  property  passing  to  heirs  will  remain  untaxed. 
Return  to  the  “stepped  up’’  method  of  valuing  inher- 
ited farmland  will  encourage  farmers  to  pass  their 
farms  on  to  the  next  generation  rather  than  sell  it 
prior  to  death. 

Installment  Sales  Revision  Act  of  1 9B0 

In  general,  an  installment  sale  can  be  defined  as 
the  disposition  of  property  where  a contract  between 
buyer  and  seller  allows  for  the  postponement  of  all  or 
part  of  the  revenue  to  be  received  until  after  the 
year  of  sale.  If  the  terms  of  the  installment  sale 
meet  the  requirements  set  forth  in  the  Internal 
Revenue  Code  (Section  453)  the  seller  will  be  eligi- 
ble to  report  the  gain  on  sale,  for  Federal  income  tax 
purposes,  using  the  installment  method.  With  the 
installment  method,  only  that  portion  of  the  install- 
ment payment  which  is  attributed  to  gross  profit  is 
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subject  to  Federal  income  taxation  for  the  taxable 
year  in  which  a payment  is  received. 

The  purpose  of  the  installment  method  is  to  permit 
the  spreading  of  the  income  from  the  sale  over  the 
period  during  which  the  installment  payments  are 
received.  This  spreading  of  income  into  the  future  is 
a major  advantage  of  sales  made  under  the  install- 
ment method.  Because  larger  gains  are  taxed  at 
higher  rates  than  smaller  gains,  the  use  of  the 
installment  method  is  very  appealing  since  a large 
gain  can  he  divided  into  smaller  amounts  and  taxed 
at  lower  rates,  thus  decreasing  the  seller’s  potential 
tax  burden. 

The  major  problem  with  the  previous  rules  and 
regulations  concerning  installment  sales  was  that 
they  were  quite  complex  and  led  to  excessive  litiga- 
tion and  confusion.  It  has  been  argued  that  certain 
restrictions  were  arbitrarily  set  and  that  the  defini- 
tions of  key  terms  were  too  general,  thus  adding  to 
the  confusion.  Therefore,  in  an  attempt  to  clarify 
some  of  these  problem  areas,  the  “Installment  Sales 
Revision  Act  of  1980”  was  passed  hy  the  96th 
Congress  in  September  1980.  While  this  Act  was  not 
specifically  aimed  at  the  agricultural  sector,  the 
changes  set  forth  may  have  certain  far  reaching 
implications,  especially  to  those  farmers  who  engage 
in  tax  planning  and  utilize  the  tax  minimizing 
advantages  of  installment  sales.  Aside  from  structur- 
al improvements  to  the  existing  law,  those  changes 
which  appear  to  be  most  important  to  farmers  are  in 
the  areas  of  certain  compliance  requirements,  exist- 
ing regulations  regarding  casual  sales  of  inventori- 
able  personal  property,  and  related  party  sales. 

Easing  Compliance  Regulations 

Under  the  new  law,  taxpayers  need  not  elect  the 
installment  method.  Gains  on  qualified  sales  will 
automatically  apply  unless  the  taxpayer  elects  not  to 
utilize  the  installment  method.  It  is  intended  that 
this  change  will  eliminate  the  situation  where  a tax- 
payer attempts  to  report  the  gain  from  a sale  on  the 
installment  method,  but  is  denied  the  request 
because  of  a technical  error. 

A second  change  is  in  the  area  of  what  was  form- 
erly called  the  two-payment  rule.  In  the  past,  a tax- 
payer could  not  qualify  for  the  installment  method  if 
the  total  purchase  price  was  received  in  one  lump 
sum,  even  if  payment  was  received  in  a year  follow- 
ing the  year  in  which  the  sale  occurred.  The  new  law 
stipulates  that  only  one  payment  need  he  received 
after  the  close  of  the  taxable  year  in  which  disposi- 
tion occurs  for  qualification  under  the  installment 
method. 

The  new  law  also  abolishes  the  initial  payment 
limitation  and  the  selling  price  requirement.  Before 
enactment  of  the  new  law,  gains  from  the  sale  of 
real  property  and  from  casual  sales  of  personal  pro- 


perty could  not  be  reported  under  the  installment 
method  if  payment  received  in  the  taxable  year  of 
the  sale  exceeded  30  percent  of  the  selling  price.  In 
addition,  under  the  previous  law  a taxpayer  could 
not  qualify  for  the  installment  method  if  a casual 
sale  of  personal  property  was  not  in  excess  of  $1,000. 
Under  the  “Installment  Sales  Revision  Act  of  1980,” 
the  30  percent  limit  and  $1,000  minimum  have  been 
dropped  and  no  new  initial  payment  limits  or 
minimum  selling  price  requirements  have  been 
added.  By  simplifying  existing  regulations,  these  two 
changes  should  allow  a greater  number  of  farmers, 
especially  those  whose  farms  are  not  large  enough  to 
have  access  to  a tax  specialist,  to  utilize  the  advan- 
tages of  the  installment  method. 

Finally,  unlike  prior  law  where  the  selling  price 
had  to  be  fixed  at  the  time  of  sale,  the  taxpayer  can 
now  utilize  the  installment  method  to  report  the 
gain  on  a qualified  sale  even  if  the  selling  price  is 
subject  to  a contingency.  At  the  time  of  this  writing, 
the  exact  regulations  regarding  the  determination  of 
the  total  contract  price  and  gross  profit  ratio  had  not 
yet  been  published.  However,  based  on  the  Senate 
explanation,  it  seems  that  either  a maximum  selling 
price,  fixed  payback  period,  or  a forecast  of  income 
will  be  necessary,  depending  on  the  situation,  to 
complete  an  estimate  of  taxable  income  for  each 
year. 

Casual  Sales  of  Inventoriable  Property 

A major  change  which  should  be  an  advantage  to 
certain  farmers  is  a clarification  of  past  law.  Form- 
erly, the  income  from  a casual  sale  or  other  casual 
disposition  of  personal  property  could  be  reported  on 
the  installment  method  only  if  the  property  was  not 
of  a kind  which  would  properly  be  included  in  the 
inventory  of  the  taxpayer  if  on  hand  at  the  close  of 
the  taxable  year.  The  phrase  “properly  be  included  in 
the  inventory”  created  a large  amount  of  controver- 
sy. Many  farmers  have  the  option  to  utilize  an 
accounting  method  where  inventories  are  not  neces- 
sary for  computing  Federal  income  taxes  (cash 
accounting).  Those  farmers  who  chose  to  utilize  an 
accounting  technique  in  which  inventories  were 
necessary  (accrual  accounting)  even  though  they  had 
the  option  to  use  the  cash  method,  felt  that  the  casu- 
al sale  of  personal  property  which  was  included  in 
inventory  did  not  violate  the  preceding  requirement. 
Many  farmers  assumed  that  since  they  had  the 
option  of  not  using  inventories,  they  would  be 
allowed  to  report  the  gains  on  the  casual  sale  of 
inventoriable  personal  property  under  the  install- 
ment method.  The  Treasury  Department  took  the 
opposite  position.  The  new  law  clarifies  this  area. 
The  phrase  “properly  be  included”  has  been  changed 
to  “required  to  be  included”  and  allows  those  farm- 
ers who  previously  may  have  had  their  tax  return 
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challenged  by  the  Internal  Revenue  Service  to  report 
the  gain  on  the  casual  sale  of  personal  property, 
whether  or  not  included  in  inventory,  on  the  install- 
ment method.  Note,  this  change  applies  only  to  those 
farmers  who  have  the  choice  not  to  use  inventories. 

Related  Party  Sales 

The  new  law  seeks  to  limit  the  use  of  installment 
sales  as  a means  of  intra-family  transfer  of  appreci- 
ated property  and  certain  depreciable  property.  It 
essentially  requires  the  use  of  the  accrual  method  of 
accounting  for  deferred  payment  sales  of  depreciable 
property  to  related  parties.  In  addition,  it  requires 
acceleration  of  gain  recognition  for  installment  sales 
of  property  other  than  depreciable  property  to  relat- 
ed parties  who  subsequently  sell  or  dispose  of  the 
property.  For  example,  if  a father  sells  property  (oth- 
er than  depreciable  property)  to  his  son  under  the 
installment  method,  the  normal  rules  apply  and  gain 
is  recognized  proportionately  as  payments  are 
received.  However,  if  the  son  sells  or  otherwise 
disposes  of  the  property  to  a third  party  and  receives 
full  payment,  the  father  must  immediately  recognize 
the  full  amount  of  the  unreported  gain  on  the  origi- 
nal installment  sale.  Prior  law  has  also  been  clari- 
fied by  making  it  clear  that  the  seller  must  recog- 
nize any  unreported  gain  from  an  installment  sale  if 
the  installment  debt  is  cancelled  by  gift  or  bequest. 
The  overall  impact  of  these  new  rules  should  be  to 
severely  limit  the  use  of  installment  sales  as  a 
means  of  tax  avoidance  especially  among  family 
members. 

Conclusion 

This  new  piece  of  legislation,  the  “Installment 
Sales  Revision  Act  of  1980,”  is  a step  forward  in 
resolving  many  of  the  complexities  of  previous  rules 
and  regulations  concerning  installment  sales.  The 
new  law  eliminates  many  of  the  potential  traps  such 
as  the  $1,000  minimum  selling  price  for  sales  of  per- 
sonal property,  the  two-payment  rule,  and  the  30 
percent  initial  payment  limit.  In  addition,  the  new 
law  introduces  some  restrictions,  especially  in  the 
areas  of  related  party  sales,  gifts,  and  bequests  in  an 
attempt  to  prevent  a taxpayer  from  utilizing  the 
installment  method  for  the  sole  purpose  of  tax 
avoidance.  These  changes,  as  well  as  other  improve- 
ments, should  make  it  easier  for  a greater  number  of 
farmers  as  well  as  taxpayers  in  general  to  take 
advantage  of  the  installment  method  for  reporting 
the  gains  on  installment  sales. 

Tax  Reduction  Proposals:  Outlook 

Several  legislative  proposals  have  been  made  for 
changes  in  the  tax  laws  that  would  reduce  personal 
income  taxes  and  provide  investment  incentives  to 


business.  The  personal  income  tax  proposals  include 
cuts  in  tax  rates  and  increases  in  the  basic  exemp- 
tions. On  the  business  side,  major  depreciation 
reform  heads  the  list  of  proposed  changes.  Other  pro- 
posals include  the  liberalization  of  the  investment 
tax  credit,  an  increase  in  the  credit  for  rehabilitation 
of  old  structures,  a reduction  in  the  capital  gains  tax 
rate,  credits  for  Social  Security  payments,  higher 
limits  on  contributions  to  an  individual  retirement 
account  (IRA),  and  an  increase  in  the  allowable 
number  of  shareholders  in  a subchapter  S corpora- 
tion. 

Investment  and  Productivity 

Each  of  the  major  tax  cut  proposals  would  liberal- 
ize depreciation  in  an  effort  to  increase  capital  for- 
mation and  improve  productivity.  Incentives  for 
investment  in  both  equipment  and  structures  are 
provided. 

While  the  effects  of  the  current  tax  laws  on  the 
capital  mix  are  uncertain,  the  new  incentives  appear 
to  favor  investment  in  machinery  and  equipment 
versus  structures  in  agriculture.  This  could  result  in 
a reallocation  of  the  capital  stock  away  from  farm 
structures  to  machinery  and  equipment.  The  effects 
of  such  a reallocation  of  the  capital  stock  on  produc- 
tivity in  the  farm  sector  are  uncertain. 

Land  Prices 

Since  landowners  can  postpone  the  payment  of 
capital  gains  taxes  by  postponing  the  sale  of  land, 
the  tax  tends  to  discourage  land  sales.  Most  land 
sales  transfer  land  to  higher  valued  uses  or  to  own- 
ers who  can  manage  the  land  more  efficiently  in  its 
current  use.  A capital  gains  tax  reduction  should 
promote  the  efficient  use  of  farmland  by  reducing 
the  disincentive  to  sell.  However,  any  decline  in  the 
average  price  of  farmland  as  a result  of  this  effect 
would  probably  be  offset  by  the  long  term  capitaliza- 
tion of  the  reduced  tax  rate  into  the  price  of  farm- 
land. Overall  long  term  benefits  derived  from  other 
proposals  may  be  capitalized  into  higher  real  proper- 
ty values.  For  example,  a substantial  reduction  in 
individual  tax  cuts  would  tend  to  put  pressure  on 
land  prices  as  aggregate  demand  rises. 

Labor  Costs 

The  enactment  of  a refundable  credit  against 
Social  Security  taxes  paid  by  employers  would  reduce 
the  cost  of  labor.  Those  sectors  of  agriculture  which 
rely  heavily  on  labor  rather  than  capital  would  par- 
ticularly benefit  from  such  a measure. 

Food  Prices 

A generally  moderate  tax  cut  for  individuals  would 
be  offset  to  some  extent  by  scheduled  1981  Social 
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Security  tax  increases  and  inflation-fueled  bracket 
creep.  Thus,  the  impact  on  disposable  income  would 
be  moderated.  Higher  disposable  income  in  the  non- 
farm sector  would  lead  to  a higher  demand  for  food 
and  prices  would  rise  faster  than  they  would  without 
a tax  cut.  Tax  cuts  of  this  type  in  the  past  have 
resulted  in  a higher  demand  for  meat.  A more  sub- 
stantial individual  income  tax  cut  would  tend  to 
boost  disposable  income.  Indexing  of  tax  rates  to 
prevent  bracket  creep  would  strengthen  this  effect. 
The  overall  impact  of  higher  disposable  income 
should  cause  food  prices  to  rise. 


Farm  Income 

Increased  investment  as  a result  of  business  incen- 
tives should  reduce  costs  of  production  as  productivi- 
ty rises.  Lower  costs  of  production  in  the  short  run, 
however,  may  be  offset  by  higher  interest  rates. 
Total  production  should  also  increase  and  crop  prices 
may  decline.  On  the  individual  income  tax  side,  the 
long  term  impact  of  larger  individual  tax  cuts  would 
be  greater  than  moderate  cuts  as  farm  operators 
realize  the  resulting  benefits,  particularly  at  higher 
income  levels. 


TYPE  OF  FARM 


This  section  describes  the  current  and  prospective 
financial  conditions  of  major  farm  types  in  the  Unit- 
ed States.  An  indication  of  the  number  and  location 
of  these  units  is  shown  in  table  10  and  on  the  maps 
accompanying  the  discussions  of  each  farm  type.  The 
number  of  farms  and  distributional  information  in 
the  table  are  from  the  1974  Census  of  Agriculture, 
the  latest  available. 

Much  of  the  financial  information  was  obtained  in 
August  and  September  1980  through  surveys  of  com- 
mercial banks  conducted  by  the  American  Bankers 
Association,  the  Farmers  Home  Administration, 
Federal  Reserve  District  Banks,  State  Agricultural 
Extension  Service  economists,  and  major  life 
insurance  companies.  All  of  the  reported  information 
was  used  in  analyzing  the  financial  conditions  for 
1980  and  the  outlook  for  1981  for  the  major  types  of 
farms.  However,  in  the  statistical  tables  on  financial 
conditions,  only  data  from  commercial  banks  is 
reported  because  the  number  of  reports  from  banks 
was  much  larger  than  from  the  other  lenders. 


After  a relatively  disappointing  net  income  situa- 
tion in  1980,  lenders  were  relatively  optimistic  when 
surveyed  in  August-September  about  financial  pros- 
pects for  their  farm  borrowers  in  1981.  A large  pro- 
portion of  commercial  bankers  indicated  that  net 
farm  income  and  repayment  ability  decreased  from 
mid- 1979  to  mid- 1980  for  all  farm  types  except  dairy 
farms  (table  11).  Bankers  did,  however,  expect 
financial  conditions  to  be  much  improved  from  mid- 
1980  to  mid-1981  for  all  farms  in  general. 

Interest  rates  during  1981  are  expected  to  remain 
relatively  high  and  although  rates  will  likely  contin- 
ue to  dampen  borrowing  for  capital  expenditures,  the 
overall  demand  for  loan  funds  is  expected  to  be 
strong  (table  4).  According  to  commercial  bank 
respondents,  higher  interest  rates  during  1980 
impacted  most  noticeably  on  borrowings  for  farm 
machinery,  equipment,  and  real  estate  and  less 
directly  on  short  term  loans  for  annual  operating 
expenses  (table  12).  However,  nearly  22  percent  of 
bankers  reported  their  own  funds  would  be  less  than 


Table  10— Numbers  and  characteristics  of  farm  types,  U.S.  1974  Census  of  Agriculture 


Type  of  farm^ 

Number  of  farms 

Value  of  farm 
products  produced 

Value  of  land  and 
buildings,  Dec.  31,  1979 

Farms  with  value  or 
farm  products  sold  of 
$100,000  or  more 

Thousand 

Percent 

distribution 

Percent 

distribution 

Percent 

distribution 

Percent  of 
farm  numbers 
within  each  type 

Percent  of 
total  product 
sales  within 
each  type 

Cash  grain 

661.7 

39.0 

36.2 

44.2 

9.4 

46.7 

Livestock^ 

493.8 

29.1 

27.5 

30.4 

7.0 

61.9 

Dairy 

196.1 

11.6 

11.9 

8.7 

8.0 

34.9 

Tobacco  

95.5 

5.6 

2.0 

2.0 

1.6 

17.1 

Fruit  and  nut  . . . 

70.9 

4.2 

5.6 

4.3 

12.4 

69.4 

Poultry 

42.7 

2.5 

7.9 

1.3 

38.1 

79.8 

Cotton 

30.7 

1.8 

2.3 

2.5 

13.8 

66.9 

Vegetable 

19.5 

1.2 

2.7 

1.5 

16.9 

83.9 

Other*" 

84.1 

5.0 

3.9 

5.1 

6.9 

47.9 

All  types 

1,695.0 

100.0 

100.0 

100.0 

— 

— 

^Based  on  distribution  of  class  1-5  farms  (farms  with  annual  sales  of  farm  products  of  $2,500  or  more)  by  types  from  the  1974 
Census  of  Agriculture.  The  type  of  farm  classification  Indicates  that  a particular  product  or  group  of  products  amounts  to  50  percent 
or  more  of  the  total  value  of  all  farm  products  sold  during  the  year.  ‘^Livestock  farms  In  1974  consisted  of  263  thousand  beef  cattle 
(except  feed  lots);  53  thousand  beef  cattle  feedlots;  108  thousand  hogs;  9 thousand  sheep  and  goats,  and  60  thousand  general  live- 
stock (except  poultry  and  animal  specialities).  ‘'Includes  general  farms,  animal  speciality  and  unclassified  types. 
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Table  11  — Financial  condition  of  U.S.  farm  borrowers  at  banks,  by  type  of  farm  borrower^ 


Farm  type  and  item 

Estimated  change: 

Expected  change: 

Mid-1979  to  Mid-1980 

Mid-1980  to  Mid-1981 

Increase 

Decrease 

Same 

increase 

Decrease 

Same 

Percent  of  banks  reporting 

All  type  farms 

Net  farm  income 

27 

60 

13 

45 

34 

21 

Net  worth 

43 

34 

23 

49 

22 

29 

Repayment  ability 

19 

55 

26 

37 

32 

31 

Beef  feed  lots 

Net  farm  income 

8 

80 

12 

58 

27 

15 

Net  worth 

18 

60 

22 

57 

18 

25 

Repayment  ability 

0 

74 

26 

51 

22 

27 

Beef,  cow-caif  farms 

Net  farm  income 

31 

53 

16 

40 

39 

21 

Net  worth 

46 

27 

27 

47 

24 

29 

Repayment  ability 

21 

50 

29 

33 

35 

32 

Other  livestock  farms 

Net  farm  income 

9 

81 

9 

71 

10 

19 

Net  worth 

16 

53 

31 

60 

13 

27 

Repayment  ability 

9 

78 

13 

64 

13 

23 

Dairy  farms 

Net  farm  income 

58 

23 

18 

42 

23 

35 

Net  worth 

73 

9 

18 

57 

10 

33 

Repayment  ability 

42 

23 

35 

30 

23 

47 

Cash  grains  farms 

Net  farm  income 

19 

69 

12 

47 

36 

17 

Net  worth 

37 

39 

24 

49 

24 

27 

Repayment  abiiity 

14 

62 

24 

40 

34 

26 

Pouitry  farms 

Net  farm  income 

22 

72 

6 

53 

40 

7 

Net  worth 

33 

45 

22 

60 

20 

20 

Repayment  abiiity 

11 

67 

22 

47 

40 

13 

^Commercial  bank  survey  respondents  in  the  American  Bankers  Association  survey  were  asked  to  indicate  the  change  that  had 
occurred  or  that  they  expected  to  occur,  In  their  borrowers'  net  farm  Income,  net  worths,  and  loan  repayment  ability.  Survey  was  In 
August-September,  1980. 


Table  12— Reaction  of  commercial  banks'  farm  customers  to  higher 
interest  rates,  by  type  of  farm  loans^ 


T ype  of 
farm  ioan 

Effect  of  higher  interest  rates 

No 

noticeable 

effect 

Reduced 

borrowing 

Borrowed 

elsewhere 

Short  term  ioans 

not  secured  by  reai  estate 

Percent  of  banks  reporting 
48  49 

3 

Intermediate  term  loans 
for  machinery  and  equipment 

22 

69 

9 

Long  term  loans 

secured  by  real  estate 

21 

52 

27 

^Commercial  bank  respondents  In  the  American  Bankers  Association  survey  were  asked  to  Indicate  how  their  farm  borrowers 
reacted  to  high  interest  rates  during  early  1980.  Survey  was  in  August-September,  1980. 
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Table  13— Expectation  of  typical  loan  funds  situation  at 
commercial  banks,  by  most  important  type  of  farm  borrowers^ 


Expected  mid-year  1981 

Farm  type 

Own  funds 
in  good 
balance  with 
loan  demand 

Own  funds 
exceed 
demand 
for  loans 

Own  funds 
less 
than 

loan  demand 

Percent  of  banks  reporting 

All  type  farms .... 

58 

20 

22 

Beef  feedlots  . . . 

63 

12 

25 

Beef,  cow-calf . . . 

56 

24 

20 

Other  livestock  . . 

57 

25 

18 

Dairy 

58 

18 

24 

Cash  grain 

60 

18 

22 

Poultry 

61 

22 

17 

^Commercial  bank  respondents  in  the  American  Bankers 
Association  survey  were  asked  to  indicate  the  statement  that 
would  best  describe  the  banks’  expected  mid-year  1981  typical 
loan  fund  situation.  Survey  was  in  August-September,  1980. 


Table  14— Percentage  of  current  farm  customers  that  commercial  banks  anticipate  discontinuing 
through  June  1981  by  most  important  type  of  farm  borrower® 


Farm  type 

Average 
percentage 
of  farm 
borrowers  to 
be  discontinued 

Proportion  of  borrowers 
to  be  discontinued  by  banks  surveyed 

Normal 

Lower 

than 

normal 

Higher 

than 

normal 

Percent  of  banks  reporting 

All  type  farms 

1.9 

75 

4 

21 

Beef  feedlots 

4.4 

67 

6 

27 

Beef,  cow-calf 

1.8 

71 

8 

21 

Other  livestock 

1.8 

67 

3 

30 

Dairy 

.9 

87 

3 

10 

Cash  grain 

1.9 

74 

4 

22 

Poultry 

4.2 

55 

9 

36 

^Commercial  bank  respondents  in  the  American  Bankers  Association  survey  were  asked  to  indicate  the  anticipated  percentage  of 
current  farm  borrowers  they  would  discontinue  to  finance  through  June  1981  because  farm  borrower  no  longer  qualified.  Survey  was 
in  August-September,  1980. 


loan  demand  (table  13).  This  indicates  that  some 
bankers  will  need  to  continue  efforts  to  supplement 
loan  sources  through  joint  loan  participation  with 
other  lenders  or  other  techniques  in  order  to  ade- 
quately serve  the  financing  needs  of  farmers. 

For  all  types  of  farm  borrowers,  commercial  bank- 
ers indicated  that  the  proportion  of  their  farm  bor- 
rowers in  1981  who  will  no  longer  be  able  to  qualify 
for  loans  appears  to  be  slightly  higher  than  what 


might  be  considered  as  normal  (table  14).  The  aver- 
age percentage  of  all  farm  borrowers  expected  to  be 
discontinued  through  June  1981  was  relatively  low 
at  1.9  percent.  Only  21  percent  of  banks  reporting  a 
higher  than  normal  percentage  of  their  borrowers 
expected  to  be  discontinued.  Poultry  producers  were 
reported  to  have  a higher  than  normal  proportion  of 
borrowers  to  be  discontinued  by  the  banks  surveyed. 
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Figure  6.  Cattle  feeding:  Gross  receipts,  total  feeding 

costs,  profits  and  losses,  cattle  placed  on 
feed  and  marketings,  23  States,  1970-81  \J 

Mil./Dol. 


Thous . head 


Year  and  quarter 


\J  Based  on  model  specification  by  Bruce  Hottel  and  Rod 
Martin  (See  LMS-209,  USDA,  June  1976). 

Preliminary. 
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LIVESTOCK  FARMS 


Cattle  Feeding  Outlook  for  1981 

The  financial  condition  of  cattle  feeders  is  expect- 
ed to  improve  in  1981  with  most  feeders  experiencing 
increased  profits  at  least  through  mid- 1981  (fig- 
ure 6).  Fed  cattle  prices  through  midyear  will  likely 
average  above  those  of  the  first  half  of  1980,  high 
enough  to  offset  a continuation  of  relatively  high 
interest  charges  and  higher  grain  and  feeder  calf 
prices.  Feedlot  placements  will  exceed  year-earlier 
levels  during  the  first  two  quarters  of  1981  in 
response  to  favorable  profit  margins.  Competition 
among  feedlot  operators  for  feeder  calves  will  likely 
keep  feeder  calf  prices  relatively  high.  Further 
increases  in  grain  prices  could,  however,  slow  the 
rate  of  feeder  cattle  placements  and/or  reduce 
expected  gains  in  feeder  cattle  prices. 

Prices  for  fed  cattle  after  mid- 1981  are  expected  to 
remain  relatively  high.  Increased  feeding  costs  and  a 
rise  in  feeder  calf  prices  relative  to  fed  cattle  prices 
in  the  spring  of  1981  will  tend  to  reduce  profits  of 
cattle  feeders  during  the  last  half  of  the  year. 

Debt  outstanding  for  cattle  feeding  will  decline 
seasonally  after  the  first  month  of  1981,  but  is  likely 
to  remain  above  year-earlier  levels  during  most  of 
the  year  (figure  7).  No  shortage  of  loan  funds  is 
expected,  but  interest  rates  are  expected  to  remain 
high.  Bankers,  in  general,  indicate  that  the  repay- 
ment ability  of  cattle  feeders  will  be  strong  in 
1980/81  (table  11). 

1980  Financial  Conditions 

Cattle  feeders  as  a whole  experienced  losses  on  fed 
cattle  marketed  during  the  first  half  of  1980,  a con- 
tinuation of  the  loss  situation  that  prevailed  during 
the  last  half  of  1979  (figure  6).  However,  the  situa- 
tion improved  after  mid- 1980  and  most  feeders  will 
experience  improved  earnings  during  the  last  quarter 
of  the  year  and  through  the  first  half  of  1981.  Prices 
for  fed  cattle  are  expected  to  strengthen  in  the  latter 


part  of  the  year,  more  than  offsetting  the  continued 
high  interest  charges  on  borrowed  funds  and  higher 
costs  for  feed  and  calves.  An  increase  in  expected 
returns  will  help  improve  the  cash  flow  situation  of 
cattle  feeders  during  the  last  quarter  of  1980  and 
into  1981.  Feedlot  placements  are  expected  to 
increase  to  levels  above  those  of  a year  earlier. 

With  placements  at  seasonally  high  levels,  the 
traditionally  intensive  use  of  borrowed  funds  for  cat- 
tle feeding  and  increases  in  the  costs  for  feed  and 
calves  will  boost  cattle  feeders’  debt  outstanding  to  a 
new  high  during  the  last  half  of  1980  (figure  7). 
Total  outstanding  debt  is  estimated  to  reach  $6.2  bil- 
lion during  the  last  quarter  of  1980  compared  with 
$5.8  billion  a year  earlier.  The  excess  of  new  loans 
over  expected  repayments  during  the  last  quarter  is 
expected  to  be  nearly  $1.0  billion,  one-third  more 
than  the  level  for  the  same  period  in  1979  (figure  7). 
Consequently,  financial  institutions  will  be  called 
upon  to  furnish  high  levels  of  additional  loan  funds 
during  the  last  quarter  of  1980. 

Cow-Calf  (Cattle  Raising) 

Outlook  for  1 981 

Cattle  producers  are  entering  1981  in  a favorable 
supply-demand  situation  that  should  improve  net 
returns  to  producers  for  the  year,  despite  the 
drought  experienced  in  many  areas  during  1980  and 
the  prospects  of  higher  wintering  costs.  The  buildup 
in  herd  numbers  is  expected  to  continue  during  1981. 
This  will  be  the  second  consecutive  year  of  cow  herd 
expansion  following  a 21-million-head  liquidation  in 
cattle  inventory  between  1975  and  1979,  when  low 
returns  and  cash  flow  problems  plagued  the  cow-calf 
industry  (table  15).  Beef  production  is  expected  to 
increase  slightly  in  1981  over  that  of  1980,  but 
prices  for  cattle  will  be  strengthened  by  strong 
demand  and  bolstered  by  declines  in  pork  production. 

Over  45  percent  of  the  commercial  bankers  indi- 
cate that  they  expect  the  net  worth  positions  of 
cow-calf  producers  to  improve  from  mid- 1980  to 
mid-1981,  while  40  percent  expect  net  farm  income 
to  improve  (table  11).  The  debt  repayment  ability  of 
producers  was  indicated  as  relatively  strong  even 
though  interest  charges  for  debt  funds  will  remain 
high  during  1981. 

1980  Financial  Conditions 

The  financial  conditions  of  cow-calf  producers 
deteriorated  to  some  extent  during  1980  from  the 
favorable  situation  of  1979.  Summer  drought  condi- 
tions plagued  producers  in  many  of  the  Great  Plains 
and  Southeastern  States  from  mid- 1980  to  late  sum- 
mer. But  early  fall  rains  in  most  areas  have 
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Figure  7.  Cattle  feeding:  Total  operating  debt, 

operating  funds  borrowed  and  repaid, 

23  States,  1970-1981  \! 

Mil./Dol. 


Year  and  t|uarter 

1/  Based  on  model  specification  by  Bruce  Hottel 
and  Rod  Martin  (See  LMS-209,  USDA,  June  1976), 

2j  Preliminary . 
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1980  Financial  Conditions 


B««f  CaftI*  Forms,  Excopt  Foodlets  (Industry  0212):  1974 


improved  winter  pasture  conditions.  For  most  of 
1980,  prices  for  feeder  calves  have  been  $8  to  $10  per 
cwt.  below  levels  of  a year  ago.  Prices  for  feeder 
calves  during  the  fall  quarter  of  1980  will  likely 
average  only  slightly  less  than  those  of  1979.  With 
generally  lower  prices  and  higher  production  costs, 
producers  will  experience  a decrease  in  net  returns 
for  1980  relative  to  1979  (table  15).  However,  equity 
positions  for  most  cattle  producers  remain  strong 
and  a continued  buildup  in  herd  sizes  indicates  pro- 
ducers’ optimism  for  the  years  ahead.  The  Janu- 
ary 1,  1981  cow  number  inventory  will  likely 

increase  by  about  5 percent  from  the  47.8  million 
head  on  farms  January  1,  1980. 

Hog  Outlook  for  1981 

If  hog  producers  carry  out  their  June  1,  1980 
intentions  of  decreasing  June-November  farrowings 
by  8 percent,  hog  slaughter  during  the  last  half  of 
1981  could  decrease  by  8 to  10  percent  from  last 
year’s  level.  This  may  signal  a continued  improve- 
ment in  hog  prices  through  1981  but  these  gains  will 
be  partially  offset  by  higher  production  costs.  Conse- 
quently, the  overall  financial  condition  of  most  hog 
producers  is  expected  to  improve  only  marginally 
from  that  of  1980.  Average  hog  prices  during  the 
first  half  of  1981  could  range  from  the  upper  $40’s  to 
low  $50’s  per  cwt.  The  unfavorable  economic  situa- 
tion in  1980  doubtless  forced  out  many  small  to 
medium  size  producers  although  the  exact  extent  of 
the  drop  is  unknown.  Currently,  nearly  one-half  of 
total  hog  production  comes  from  operators  selling 
1,000  head  or  more  a year.  These  operators  tend  to 
adjust  production  downward  only  under  severe 
economic  conditions.  Rather  than  just  trim  produc- 
tion, they  will  likely  operate  until  the  financial 
situation  causes  total  cessation.  Current  projections 
of  hog  prices  through  mid-1981  are  near  or  only 
slightly  higher  than  many  producers’  cash  costs. 
Under  these  conditions,  there  will  be  little 
encouragement  for  new  investments  in  hog  produc- 
tion. 


Meeting  cash  flow  commitments  has  been  a prob- 
lem for  many  hog  producers  since  mid- 1979  because 
incomes  have  generally  been  less  than  cash  expenses. 
Thus,  the  liquidation  of  sows  during  late  1979  and 
again  during  1980  was  substantially  greater  than  in 
some  previous  years.  For  1980,  as  a whole,  there 
were  large  variations  in  how  well  individual  produc- 
ers fared  depending  on  their  market  timing.  The 
1980  marketing  year  has  been  characterized  by  sub- 
stantial fluctuations  in  hog  prices  which  averaged  in 
the  mid-$30’s  per  cwt.  during  the  first  quarter, 
dropped  below  $30  per  cwt.  in  the  second  quarter, 
averaged  $46  per  cwt.  in  the  third  quarter,  and  will 
likely  average  in  the  mid-$40’s  per  cwt.  in  the  fourth 
quarter.  Some  relief  from  cash  flow  difficulties  will 
result  from  generally  improved  hog  prices  during  the 
last  half  of  1980.  However,  net  returns  will  increase 
only  marginally  because  of  higher  feeding  costs. 
Increases  in  feeding  costs  from  June  to  the  end  of 
1980  added  about  $5  per  cwt.  to  the  cost  of  producing 
farrow-to-finish  hogs.  Thus,  sharply  lower  feed  sup- 
plies at  higher  prices  will  probably  result  in  further 
pressures  to  reduce  sow  inventories  and  farrowings 
during  late  1980  and  early  1981.  Also,  since  many 
hog  producers  grow  their  own  corn,  they  will  market 
their  corn  on  an  improving  grain  price  market  rather 
than  through  a less  certain  hog  market,  thereby  con- 
tributing to  sow  liquidation. 


Sheep  and  Lamb  Outlook  for  1981 

The  general  financial  outlook  for  sheep  and  lamb 
producers  continues  to  be  favorable.  Relatively 
stable  demand  and  an  overall  reduction  in  lamb 
slaughter  from  the  somewhat  above-normal  levels 
during  much  of  1980  should  result  in  lamb  prices  for 
1981  averaging  above  those  of  1980.  Sheep  and  lamb 
producers  should  have  no  difficulty  obtaining  ade- 
quate financing  for  production  purposes  nor  are  any 
loan  repayment  problems  expected. 

Persistent  problems  with  predators  and  obtaining 
adequate  labor  for  sheep  operations  will  continue  to 
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discourage  any  rapid  expansion  in  sheep  numbers  in 
the  United  States. 

1980  Financial  Conditions 


The  overall  financial  condition  for  sheep  and  lamb 
producers  remained  favorable  in  1980  as  it  has  for 


several  years.  Prices  for  choice  slaughter  lambs  aver- 
aged below  year-earlier  levels  during  the  first  half  of 
1980,  but  prices  should  improve  through  the 
remainder  of  the  year.  It  is  expected  that  the  aver- 
age price  for  choice  lambs  will  almost  equal  the  1979 
price  of  $68  per  cwt.  Lamb  and  yearling  slaughter 
during  the  first  half  of  1980  was  11  percent  above 
the  previous  year  and  contributed  to  the  lower  lamb 
prices  during  this  period.  This  increased  slaughter 
was  somewhat  higher  than  was  expected  as  evi- 
denced by  the  number  of  sheep  and  lambs  on  farms 
January  1,  1980  being  only  2 percent  larger  than  a 
year  earlier.  This  was  the  first  increase  in  sheep  and 
lamb  numbers  in  many_  years.  However,  a 6-percent 
reduction  in  lambs  going  to  feedlots  during  early 
1980  and  earlier  than  normal  movements  of  lambs 
off  grass  in  drought  affected  areas  resulted  in 
increased  marketings  during  1980. 


DAIRY  OUTLOOK  FOR  1981 


Financial  conditions  for  most  dairy  farmers  are 
expected  to  remain  strong  in  1981.  Production  costs 
will  increase  due  primarily  to  higher  feed  expenses 
but  milk  prices  will  improve  enough  to  keep  net 
income  levels  positive.  The  support  price  for 
manufacturing  grade  milk  will  be  adjusted  upward 
on  April  1,  1981  to  reflect  higher  production  costs. 

The  August-September  survey  of  commercial 
banks  indicated  a continuation  of  the  strong  situa- 
tion for  dairy  farmers  in  1981  (table  11).  A majority 
of  bankers  indicated  that  net  income  and  net  worth 
levels  through  mid- 1981  are  expected  to  be  the  same 
or  higher  relative  to  year-earlier  levels.  No  major 
problems  in  loan  repa3mient  ability  are  expected. 

1980  Financial  Conditions 

The  strong  financial  condition  that  has  existed  for 
most  dairy  farms  in  recent  years  continued  during 
1980.  These  favorable  conditions  resulted  in  an 
increase  of  about  3 percent  in  total  milk  production 
in  1980  and  an  increase  in  number  of  cows  kept  for 
milk  production,  the  first  such  annual  increase  since 
1954.  For  the  year,  milk  prices  will  average  about 
$13  per  cwt.,  up  8.3  percent  from  1979  and  enough  to 
mostly  offset  steadily  increasing  production  costs. 
Milk  prices  received  by  farmers  trended  upward  from 
midsummer  and  were  boosted  further  on  October  1, 
1980  by  an  increase  in  the  support  price  to  $13.10 
per  cwt.  for  milk  containing  3.67  percent  fat.  The 


Secretary  of  Agriculture  is  required  by  law  to  set  the 
price  support  for  manufacturing  grade  milk  at  80 
percent  of  parity  on  October  1 and  make  a mid-year 
adjustment  to  reflect  changes  in  costs  of  production. 


Government  purchase  of  manufactured  dairy  pro- 
ducts will  have  increased  substantially  during  1980 
due  to  an  imbalance  between  production  and  com- 
mercial use  disappearance.  Government  purchases, 
the  vechicle  by  which  manufactured  grade  milk 
prices  are  supported,  were  8.2  billion  pounds  (milk 
equivalent)  with  expenditures  of  nearly  $1.3  billion 
for  the  marketing  year  ending  September  30,  1980. 


28  AFO-21,  NOVEMBER  1980 


• v>  w> 

3 

•-  nj  © 

rst 


W 0)  3 

2 E ^ 

c ..  o 
<U  0>  (1) 

U 0>  3 

• O'  m 
oT  > 

D «>  <u 

‘ o 5 

Un 

3 O v» 

E 

8 


<0 


|5§ 
£ 8 « 
o8a 

c © 

/T*  c o 


^ 5 « 

£33 

M-  3 © 
nj  C v» 

ra  ra  S 

■O  Q 
c £ E 
O •;  3 

T3  5 = 
© © c 

W lA  i- 

355 

a *-  4_ 

• © o 
*0  »- 
— © c 

a E 3 
o <0  ^ 


S £ ^ 
- to  ^ 


® S 
«/> 

© O) 


: E ® 

9 

; ^ © 
<T>  O' 

■ E -o 


— o 

1° 
; © o 
/,»  o 


S. 


© O' 

oS 

<o 

•n 

O O 

© ^ 
*0  2 
a 2 
3 9. 
+-  o 

3 C'J 
13  <0 

©*  E 

h o 


a 

'© 

o 

© 

sz 

3 

E 

© 

IL 


(3  to  If)  If)  f-H 
CVJ  fO  iH 


d 

c 


E 


C4  c\j  CNj  o>  00 

i-l  fO  CVJ  1-1 


© 

u. 


O'  O'  O'  O'  O' 

O'  O'  ^ ^ ^ 

O'  O'  O'  O'  O' 

O'  O'  O'  O'  «t 

O'  fO  iH 


+ 

o o o o o o 

o o o o o o 

o o o in 

o o o o"  in  c\j 

O ^ <NJ  rH 


AFO-21,  NOVEMBER  1980  29 


‘-Dollars  of  farm  debt  for  each  $100  of  farm  asset  value.  ‘'Net  returns  to  equity,  operator  labor,  and  management.  ^Preliminary. 


POULTRY  OUTLOOK  FOR  1981 


The  financial  outlook  for  poultry  producers  in  1981 
is  mixed.  Although  the  price-cost  situation  for  the 
first  half  of  1981  could  be  near  breakeven,  the 
second  half  may  be  more  favorable. 

Broiler  producers  can  expect  much  higher  prices  in 
1981  than  this  year.  However,  increased  costs  of  pro- 
duction will  tend  to  hold  profit  levels  near  those  of  a 
year  ago.  Year-to-year  increases  in  beef  production  in 
the  first  half  of  1981  will  tend  to  limit  broiler  price 
gains.  However,  in  the  second  half  of  1981,  broiler 
prices  should  strengthen  as  pork  and  beef  prices  rise. 

Egg  producers’  returns  will  likely  be  near  costs 
during  much  of  1981  if  producers  continue  to 
increase  culling  when  prices  drop  below  costs.  Pro- 
duction will  likely  be  1 percent  below  that  of  1980. 
Moreover,  costs  will  increase  with  higher  feed  grain 
prices.  The  demand  for  eggs  should  be  strengthened 
by  the  slowly  expanding  economy  and  reduced  output 
of  other  high-protein  foods. 

Turkey  prices  are  expected  to  be  much  higher  than 
a year  earlier  in  the  first  half  of  1981.  Number  of 
eggs  set  and  poults  hatched  during  September  1980 
indicate  turkey  producers  are  planning  to  increase 
production  during  1981.  Current  profitability  is 
encouraging  increased  production  in  spite  of  much 
higher  costs.  Thus,  even  with  improved  prices,  tur- 
key producers  will  likely  face  unfavorable  returns 
during  the  first  half  of  1981  because  of  offsetting 
higher  costs.  Returns  should  improve  during  the 
second  half  as  prices  strengthen  seasonally,  red  meat 
production  declines,  and  demand  strengthens. 


1980  Financial  Conditions 

Broiler  producers’  net  incomes  were  negative  dur- 
ing the  first  half  of  1980.  Increased  broiler  output, 
along  with  record  pork  production,  drove  prices  below 
costs  of  production.  The  situation  improved  dramati- 
cally when  pork  production  declined  seasonally  in 
the  third  quarter  and  record  hot  weather  caused 
extensive  broiler  deaths  and  reduced  rates  of  gain. 
The  hot,  dry  weather  has  also  reduced  grain  produc- 
tion and  consequently  increased  feed  prices,  which 
may  limit  returns  next  year.  Since  mid- 1980,  broiler 
prices  have  advanced  than  costs,  making  production 
profitable. 

Egg  producers  have  been  in  an  unfavorable  finan- 
cial situation  during  most  of  1980.  In  the  first  half 
of  the  year,  low  prices  kept  producers’  net  returns 
negative.  In  the  second  half  of  1980,  egg  prices  have 
improved  but  production  costs  have  increased.  Thus, 
egg  producers  remain  in  a cost-price  squeeze  which 
may  be  eased  with  increased  seasonal  demand  in  the 
fourth  quarter  of  1980. 

Turkey  production  was  profitable  from  1977 
through  the  first  quarter  of  1980.  However,  the  com- 
petition from  other  high-protein  foods  and  large  cold 
storage  stocks  drove  prices  below  the  breakeven 
point  in  the  second  quarter  of  1980.  Reduced  produc- 
tion relative  to  1979  and  the  reduction  in  frozen 
inventories  will  likely  result  in  profitable  production 
during  the  second  half  of  1980. 


CASH  GRAIN  FARMS 


Cash  Grain  Outlook  for  1981 

Net  farm  earnings  on  grain  farms  are  expected  to 
improve  substantially  in  1981.  This  is  due  to  three 
factors;  (1)  farmers  will  be  coming  off  a bad  year  in 
terms  of  farm  earnings;  (2)  1981  carryover  stocks 
will  be  down  substantially  for  most  major  crops  with 
the  exception  of  wheat  and  rice;  (3)  crop  prices  are 
expected  to  be  strong  through  1981. 

The  optimistic  outlook  for  farm  earnings  was  the 
primary  reason  most  of  the  respondents  to  the  Farm 
Credit  Surveys  expected  grain  farmers  debt  servicing 
ability  to  improve  in  1981.  However,  in  areas  affect- 
ed by  the  drought,  farmers  will  be  carrying  a higher 
than  normal  debt  load,  which  will  considerably 
increase  their  financial  risk  during  the  1981  crop 
year.  Many  farmers  obtained  extensions  and 
renewals  on  outstanding  debt  while  others  refi- 
nanced short  term  debt  with  longer  term  real  estate 
secured  loans.  Although  this  refinancing  tends  to 


lower  the  periodic  debt  servicing  obligation  on  exist- 
ing debt,  the  debt  servicing  demands  placed  upon 
farm  income  in  1981  are  expected  to  be  considerably 
higher  in  the  drought-stricken  areas.  Of  course, 
grain  farmers  located  in  areas  not  affected  by  these 
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adverse  weather  conditions  will  enter  1981  with  an 
improved  financial  risk  exposure  producing  an  offset- 
ting effect  in  the  aggregate. 

Net  worth  is  expected  to  rise  in  1981.  However, 
since  this  increase  is  largely  due  to  an  anticipated 
rise  in  land  values,  it  will  not  provide  the  means  to 
service  debt.  However,  it  will  provide  a wealth  base 
for  supporting  a rise  in  debt  outstanding. 

The  availability  of  loan  funds  should  not  be  a prob- 
lem in  1981.  Over  70  percent  of  the  surveyed  bank- 
ers servicing  grain  farms  indicated  that  they  expect- 
ed to  have  an  adequate  supply  of  funds  to  meet  loan 
demand.  Of  that  same  sample  of  bankers,  60  to  70 
percent  felt  that  they  would  not  need  to  increase 
their  use  of  funds  from  sources  other  than  deposits 
in  order  to  meet  farm  loan  demand. 

A major  source  of  uncertainty  in  1981  is  the  cost 
of  debt  funds.  The  level  of  interest  rates  varied  wide- 
ly in  1980  producing  concern  about  future  interest 
rates.  If  farmers  are  faced  with  high  interest  rates 
again  in  the  spring  of  1981,  severe  problems  could 
arise  for  grain  farmers  already  overburdened  with 
debt. 

1980  Financial  Conditions 

Overall  net  farm  earnings  on  grain  farms  are 
expected  to  decline  in  1980  relative  to  1979.  Howev- 
er, there  are  great  regional  differences  which 
correspond  largely  to  the  weather  conditions  experi- 
enced by  each  section  of  the  country.  Areas  hard  hit 
by  the  drought  show  low  net  farm  earnings  and  a 
decline  in  ability  to  service  debt.  Many  of  these 
farmers  will  need  to  rely  on  emergency  assistance 
and/or  refinancing  of  current  debt.  On  the  other 
hand,  areas  such  as  Wisconsin,  Ohio,  and  Michigan 
expect  favorable  farm  income  in  spite  of  the  high 
cost  of  borrowing  and  rising  input  costs. 

In  general,  the  adverse  financial  and  production 
conditions  which  grain  farmers  faced  in  1980 
required  that  they  reduce  the  purchase  of  various 
inputs  such  as  fertilizer  and  other  chemical  inputs 
as  well  as  capital  equipment.  Most  agricultural 
lenders  report  an  increase  in  loan  renewals  and 
extensions  for  all  farms. 

Most  respondents  to  the  Farm  Credit  Survey  indi- 
cated that  net  worth  of  grain  farms  either  declined 
or  remained  the  same  during  1980.  A factor  in 
explaining  this  phenomenon  is  the  expected  decline 
in  the  growth  in  real  estate  values  for  1980. 

Corn 

Corn  prices  at  the  farm  are  expected  to  average 
$3.30  to  $3.75  per  bushel  in  1980/81,  up  from  $2.50 
in  1979/80  when  production,  supply,  and  use  were  at 
record  levels.  Carryover  stocks  on  October  1,  1980 
were  1,597  million  bushels,  the  largest  since  the 
record  1960/61  carryover  of  2,061  million  bushels. 


The  1980  corn  crop  is  forecast  at  6.46  billion 
bushels,  17  percent  below  1979’s  record  crop  because 
of  lower  yield.  Planted  acreage  was  83.5  million,  up 
from  80.0  million  in  1979;  harvested  acreage  was 
71.2  million,  virtually  the  same  as  the  71.0  million 
acres  in  1979.  Yield  per  harvested  acre  was  90.8 
bushels,  down  sharply  from  the  record  109.4  bushels 
in  1979  when  weather  conditions  were  ideal. 

The  crop  and  the  large  carryover  put  the  corn  sup- 
ply for  1980/81  at  8,065  million  bushels,  11  percent 
below  the  1979/80  record.  Total  use  of  corn  in 
1980/81,  however,  is  likely  to  reach  a record  of 
around  7,465  million  bushels,  nearly  the  same  as 
1979/80’s  use  of  7,454  million  bushels.  Domestic  use 
will  likely  be  down  only  about  3 percent.  Food,  seed, 
and  industrial  uses  are  expected  to  increase  about  14 
percent  to  around  715  million  bushels,  due  mainly  to 
increased  use  for  high  fructose  syrup  and  for  gasohol. 
This  will  partially  offset  a reduction  of  about  5 per- 
cent in  livestock  and  poultry  feeding.  Feed  use  is 
projected  at  about  4,200  million  bushels,  down  from 
4,429  million  bushels  in  1979/80  as  reductions  in  hog 
and  poultry  feeding  more  than  offset  an  increase  in 
cattle  feeding.  Exports  are  projected  at  2,550  million 
bushels,  4 percent  more  than  the  1979/80  record. 

Disappearance  at  these  levels  would  leave  carryo- 
ver stocks  on  October  1,  1981,  of  about  600  million 
bushels,  the  smallest  since  1975/76.  This  would 
result  in  the  call  of  all  corn  from  the  farmer-owned 
reserve  and  liquidation  of  the  CCC  inventory.  Free 
stocks  would  be  about  600  million  bushels,  compared 
with  701  million  at  the  end  of  1979/80. 

The  U.S.  average  cost  of  producing  corn  in  1980  is 
projected  at  $2.00  to  2.35  per  bushel,  excluding  land 
costs.  This  estimate  is  based  on  a yield  of  91.5  to 
107.3  bushels  per  harvested  acre.  This  compares  with 
the  $1.59  preliminary  estimate  for  1979  when  the 
yield  was  estimated  at  109.2  bushels.  Land  cost  are 
projected  at  $0.62  per  bushel  based  on  acquisition 
costs  and  $1.24  based  on  current  costs.  These  projec- 
tions compare  with  1979  preliminary  estimates  of 
$0.54  and  $0.98,  respectively.  Average  renter  cost  of 
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producing  corn  in  1980  is  projected  at  $3.05  per 
bushel,  compared  with  the  preliminary  estimate  of 
$2.25  for  1979. 

Rice 

Rice  yields  for  1980  declined  5 percent  from  1979 
levels  with  a total  1980  harvest  of  146  million  cwt. 
from  3.3  million  acres,  compared  with  a 1979  harvest 
of  132  million  cwt.  from  2.9  million  acres.  Extremely 
hot  and  prolonged  dry  weather  this  year  cut  crop 
yield  prospects  from  year-earlier  levels.  Beginning 
stocks  for  1980/81  are  down  nearly  6 million  cwt. 
from  1979/80  levels.  However,  total  supplies  for 
1980/81,  at  168  million  cwt.,  are  up  5 million  cwt. 
from  1979/80.  Total  disappearance  is  expected  to 
total  137  million  cwt.,  or  4 percent  more  than  in 
1979/80.  Domestic  use  for  1980/81  may  total  50  mil- 
lion cwt.,  or  nearly  7 percent  more  than  in  1979/80. 
Export  sales  for  1980/81  are  projected  to  be  87  mil- 
lion cwt.,  which  is  an  increase  of  3 percent  from 
1979/80. 


Average  farm  price  for  1980/81  may  be  relatively 
unchanged  from  1979/80  which  largely  reflects  large 
world  supplies  and  significant  quality  difference  in 
the  U.S.  1980  crop  compared  with  the  1979  harvest. 
Somewhat  lower  crop  quality  this  year  may  have  an 
adverse  effect  on  anticipated  export  sales  since  world 
rice  production  is  at  record  levels  at  392  million 
tons  — 2 percent  above  the  previous  record  set  in 
1978/79.  Despite  excellent  world  crop  prospects, 
international  rice  trade  in  calendar  1981  is  expected 
to  be  almost  the  same  as  in  1980. 

Given  the  supply-demand  outlook,  ending  stocks 
next  August  1 are  expected  to  be  31  million  cwt., 
about  23  percent  above  this  year’s  levels.  All  the  car- 
ryover will  be  free  stocks,  since  the  Commodity 
Credit  Corporation  is  expected  to  ship  its  remaining 
inventory  of  nearly  2 million  cwt.  under  the  Title  II 
program  of  P.L.  480. 

U.S.  rice  production  costs  for  1980,  excluding  land, 
are  estimated  at  $8.30  to  $8.87  per  cwt.  This  com- 
pares with  the  preliminary  cost  estimate  of  $6.84  for 


1979,  and  a revised  1978  cost  of  $6.24.  Average 
renter  costs  per  cwt.  for  the  three  years  are  $11.04, 
$8.80,  and  $7.92,  respectively. 

Wheat 

The  record  1980  wheat  crop  of  2.4  billion  bushels 
from  a record  72  million  acres  harvested,  increased 
the  total  wheat  supply  for  the  1980/81  marketing 
year  to  a record  3.6  billion  bushels,  up  slightly  more 
than  6 percent  from  1979/80.  However,  both  domes- 
tic and  foreign  demand  will  be  strong,  and  prices 
received  by  farmers  are  expected  to  average  $3.95  to 
$4.25  per  bushel  in  1980/81,  compared  with  $3.82  in 
1979/80.  Since  May,  farm  prices  of  wheat  have 
increased  and  are  expected  to  continue  to  be  higher 
than  last  year  for  the  rest  of  the  1980/81  marketing 
year. 


U.S.  exports  will  depend  to  some  extent  on  sales 
policies  and  transportation  and  labor  problems  of 
other  exporting  countries.  However,  based  on  world 
trade  projections,  the  United  States  is  expected  to 
export  a record  1.45  billion  bushels  of  wheat  in 
1980/81.  Early  season  U.S.  trade  was  marked  with 
large  increases  in  purchases  by  China.  On  the  basis 
of  greater  demand  in  many  importing  countries  and 
a need  to  rebuild  stocks,  world  wheat  trade  in 
1980/81  will  likely  be  up  2 million  metric  tons  from 
1979/80  to  a record  86  million  tons.  The  U.S.  share  of 
world  wheat  exports  for  1980/81  is  expected  to 
slightly  exceed  the  45-percent  level  achieved  during 
1979/80. 

Farm  value  of  wheat  production  for  1980  is 
estimated  at  $9.6  billion.  This  15-percent  increase 
over  1979  reflects  a higher  average  farm  price  and  a 
larger  harvest.  Carryover  stocks  for  1980/81  next 
July  1 are  expected  to  be  up  about  8 percent  from  a 
year  earlier.  This  will  reverse  the  drawdown  during 
the  2 previous  years. 

U.S.  wheat  production  costs  for  1980,  excluding 
land,  are  estimated  to  be  between  $3.31  and  $3.79 
per  bushel.  This  compares  with  the  preliminary  cost 
estimate  of  $2.74  for  1979,  and  a revised  1978  cost  of 
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$2.48.  Average  renter  costs  per  bushel  for  1980, 
1979,  and  1978  are  $5.00,  $3.93,  $3.69,  repectively. 

Soybeans 

The  1980  soybean  crop  is  expected  to  be  about  1.77 
billion  bushels,  nearly  a quarter  smaller  than  the 
record  1979  crop  of  2,268  million  bushels.  However, 
because  of  the  record  old-crop  carryover  of  359  mil- 
lion bushels  on  September  1,  the  1980/81  soybean 
supply  may  be  only  9 to  14  percent  smaller  than  the 
record  1979/80  supply  of  2,442  million  bushels. 


In  the  1979/80  marketing  year,  large  U.S.  and 
world  supplies  weakened  soybean  prices  through 
mid-June  1980.  But  prices  rose  sharply  by  mid-July 
because  hot,  dry  weather  in  the  Plains  States  point- 
ed to  a larger  reduction  in  the  1980  crop  than  had 
been  expected  earlier.  Strong  domestic  and  foreign 
demand  also  contributed  to  the  price  strength  during 
the  summer  along  with  smaller  than  expected  crops 
in  Brazil  and  Argentina,  and  sharply  reduced 
flaxseed  and  rapeseed  crop  prospects  in  Canada.  Soy- 
bean prices  at  the  farm  averaged  $6.25  per  bushel  in 
1979/80,  down  only  moderately  from  a year  ago 
despite  the  record  supply. 

Soybean  prices  will  be  considerably  higher  in 
1980/81  as  carryover  stocks  decline  and  both  domes- 
tic use  and  exports  continue  at  high  levels,  although 
somewhat  below  the  1979/80  records.  Prices  of  soybe- 
ans at  the  farm  likely  will  average  $7.35  to  $9.85  per 
bushel  in  1980/81.  Crushings  are  projected  at  around 
1,040  million  bushels,  down  from  1,123  million  last 
year;  exports  are  projected  at  around  825  million 


bushels,  down  from  875  million.  This  level  of  disap- 
pearance would  bring  carryover  stocks  on  Sep- 
tember 1,  1981  down  to  about  165  million  bushels. 

The  U.S.  average  cost  of  producing  soybeans  in 
1980  is  projected  at  $4.37  to  $4.89  per  bushel, 
excluding  land  costs,  based  on  yield  of  28.3  to  31.7 
bushels  per  harvested  acre.  This  compares  with  a 
$5.53  preliminary  estimate  for  1977,  when  the  yield 
was  31.9  bushels.  Land  costs  are  projected  at  $1.87 
per  bushel  based  on  acquisition  costs  and  $3.52  based 
on  current  costs.  These  projections  compare  with 

1979  preliminary  estimates  of  $2.93  and  $1.71, 
respectively.  Average  renter  cost  of  producing  soybe- 
ans in  1980  is  projected  at  $6.97  per  bushel,  com- 
pared with  the  preliminary  estimate  of  $5.53  for 
1979. 

Sorghum 

Sorghum  prices  are  expected  to  average  $3.20  to 
$3.60  per  bushel  at  the  farm  in  1980/81,  compared 
with  $2.35  in  1979/80. 

The  1980  sorghum  crop  is  forecast  at  551  million 
bushels,  a third  less  than  the  1979  crop.  Plantings  of 
15.8  million  acres  were  up  3 percent  but  acreage  to 
be  harvested  for  grain  is  estimated  at  12.1  million 
acres,  6 percent  less  than  in  1979.  Yield  per  harvest- 
ed acre  is  forecast  at  45.3  bushels,  compared  with 
the  1979  record  of  62.9  bushels. 

The  sorghum  supply  of  693  million  bushels  for 
1980/81  is  nearly  a third  smaller  than  the  previous 
year.  Both  domestic  use  and  exports  likely  will  be 
about  a third  smaller  in  1980/81  than  in  1979/80. 
Carryover  stocks  at  the  end  of  1980/81  are  expected 
to  be  down  to  about  71  million  bushels,  the  smallest 
since  1975/76. 

The  U.S.  average  cost  of  producing  sorghum  in 

1980  is  projected  at  $2.52  to  $3.01  per  bushel, 
excluding  land  costs,  based  on  yields  of  49.6  to  59.2 
bushels  per  harvested  acre.  This  compares  with  the 
$1.94  preliminary  estimate  for  1979,  when  the  yield 
was  estimated  at  61.6  bushels. 

Land  costs  are  projected  at  $0.54  per  bushel  based 
on  acquisition  costs  and  $0.91  based  on  current  costs. 
These  projections  compare  with  1979  preliminary 
estimates  of  $0.49  and  $0.75,  respectively.  Average 
renter  cost  of  producing  sorghum  in  1980  is  projected 
at  $3.76  per  bushel,  compared  with  the  preliminary 
estimate  of  $2.67  for  1979. 


COTTON  OUTLOOK  FOR  1981 


The  cash  flow  situation  and  general  financial  posi- 
tion of  most  cotton  farmers  will  likely  improve  sub- 
stantially in  1981.  Total  gross  farm  income  per  acre 
from  cotton  will  improve  significantly  if  prices 
remain  above  1980  levels  and  more  favorable  grow- 


ing conditions  result  in  a larger  crop.  However,  net 
farm  income  from  cotton  will  not  increase  as  much 
as  total  income  since  production  costs  per  acre  will 
likely  increase. 

Higher  prices  during  1980,  resulting  primarily 
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from  an  unexpectedly  low  1980  cotton  production  of 
11.2  million  bales,  along  with  the  relatively  low 
August  1,  1980  stocks  of  3.0  million  bales,  could 
result  in  plans  for  increased  production  in  1981. 

The  use  of  borrowed  funds  for  producing  cotton  in 
1981  will  likely  increase  over  1980’s  use  about  as 
much  as  total  production  expenses  increase. 
Although  interest  rates  will  be  high  by  historical 
standards,  they  will  likely  show  fewer  large  fluctua- 
tions than  was  the  case  in  1980.  Loans  from  some 
lenders,  particularly  banks  and  some  merchants  and 
dealers,  may  be  somewhat  restricted  in  areas  where 
farm  income  during  1980  has  not  been  sufficient  to 
maintain  desirable  bank  loan  to  deposit  ratios.  This 
situation  is  rather  localized,  however.  Affected  bor- 
rowers in  those  areas  may  have  to  switch  to  alter- 
nate sources  of  credit  such  as  production  credit  asso- 
ciations and  Farmers  Home  Administration.  No  gen- 
eral shortage  of  loan  funds  is  expected. 

Financial  Conditions  in  1980 

Although  cotton  harvested  was  up  by  400,000 
acres  in  1980  over  1979,  production  will  be  down 
one-fifth,  primarily  due  to  sharply  lower  yields  per 
acre  of  dryland  cotton  resulting  from  drought  and 
extraordinarily  hot  weather  during  critical  growing 
periods  (table  18).  Prices  which  have  shown  sharp 
gains  since  July  will  offset  much  of  the  lower  pro- 


duction and  hold  the  total  value  of  the  1980  crop 
close  to  the  $4.4  billion  value  of  the  1979  crop. 

The  distribution  of  the  income  from  1980  cotton 
sales  will  not  be  evenly  distributed,  however.  Produc- 
tion in  regions  with  a heavy  concentration  of  irrigat- 
ed acres,  particularly  in  California,  Arizona,  New 
Mexico,  and  Texas,  are  harvesting  relatively  high 
yields.  On  the  other  hand,  dryland  cotton  growers  in 
most  areas  are  receiving  yields  that  are  much  lower 
than  usual. 

Despite  the  drought  conditions,  abandonment  of 
planted  acres  is  not  excessive  in  1980  compared  with 
recent  years  except  possibly  in  the  Southeast 
(table  19).  It  appears  that  although  most  dryland 
cotton  acreage  was  severely  stressed  by  drought  and 
heat,  it  still  produced  some  cotton  and  was  harvest- 
ed. Perhaps  most  cotton  producers  will  receive  some 
benefit  from  the  higher  prices  this  fall. 


Table  19— Percent  of  cotton  acreage  abandoned  before 
harvest,  by  region,  1976-80^ 


Year 

Southeast 

Delta 

Southwest 

West 

U.S. 

Percent 

1976  . . . 

7.2 

8.6 

6.1 

1.0 

6.4 

1977  . . . 

11.6 

2.4 

3.0 

.7 

3.1 

1978  . . . 

5.0 

4.5 

10.2 

2.5 

7.4 

1979  . . . 

2.7 

5.7 

11.0 

2.0 

8.1 

1980*’  . . 

4.3 

5.0 

10.4 

1.7 

7.5 

^Harvested  acres  as  a percent  of  planted  acres.  *^PrellmInary. 


Forward  contracting  of  cotton  was  especially 
active  in  the  Delta  States  in  1980  (table  20).  By  the 
end  of  March,  almost  half  of  the  1980  crop  had  been 
sold.  Growers  in  the  Southeast  also  had  contracted  to 
sell  a substantial  portion  of  their  crop  by  early 
spring.  There  is  no  way  of  knowing  the  price  at 
which  these  contracts  were  pegged,  but  it  is  probably 
safe  to  say  the  price  was  well  below  the  farm  prices 
received  in  August  or  later.  It  is  also  possible  that 
some  growers  in  the  Delta  States  will  be  hard 
pressed  to  produce  enough  cotton  to  honor  their  total 
contract  committments. 


Table  18— Upland  cotton:  Acreage,  yield  per  acre,  production,  and  average  cost  of  production  by  region,  1979-80° 


Region 

Item 

Southeast 

Delta 

Southwest 

west 

U.S. 

1979 

1980 

1979 

1980 

1979 

1980 

1979 

1980 

1979 

1980 

Acreage  (1,000  acres)  . . . 
Yield  (lbs.  lint 

618 

661 

2,392 

2,935 

7,380 

7,295 

2,337 

2,324 

12,727 

13,215 

per  acre)  

Production  (1,000 

496 

354 

614 

404 

393 

256 

985 

960 

548 

417 

bales) 

Production  costs  (cents 
per  lb.  of  prod.)“ 

639 

488 

3,061 

2,470 

6,037 

3,890 

4,794 

4,644 

14,531 

11,492 

75 

(*=) 

58 

{*=) 

50 

(*=) 

56 

(<=) 

55 

66-80 

°1980  data  preliminary.  '’Excludes  land  and  management  charges.  *-Not  available. 
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Table  20— Average  price  received  for  upland  cotton  by  farmers  and  volume  of  upland  cotton  contracted 

for  sale  by  region,  by  months,  1979-80 


Average  price 
received  by 

Percentage  of  upland  cotton  acreage  contracted  for  sale  by  end  of  month,  1979  and  1980 

Month 

farmers,  U.S. 

Southeast 

Delta 

Southwest 

west 

U.S. 

1979 

1980 

1979 

1980 

1979 

1980 

1979 

1980 

1979 

1980 

1979 

1980 

January 

57.0 

59.8 

4 

8 

10 

38 

5 

7 

10 

11 

7 

14 

February.  . . . 

55.6 

62.9 

5 

15 

15 

44 

7 

9 

13 

14 

10 

17 

March 

53.5 

60.7 

6 

17 

16 

46 

7 

10 

16 

16 

11 

19 

April 

54.7 

58.5 

8 

17 

17 

46 

8 

10 

16 

16 

11 

19 

May 

56.0 

59.6 

9 

18 

19 

46 

8 

11 

16 

17 

12 

19 

June 

58.8 

56.3 

11 

18 

24 

48 

10 

13 

20 

18 

14 

21 

July 

61.9 

72.4 

11 

23 

24 

51 

10 

13 

22 

25 

15 

24 

August 

59.2 

74.0 

12 

30 

31 

60 

12 

16 

23 

37 

18 

30 

September  . . . 
October  .... 

57.3 

61.3 

82.3 

14 

32 

33 

62 

14 

20 

26 

40 

20 

33 

Reports  from  major  lenders  and  other  knowledge- 
able people  in  cotton  areas  make  little  mention  of 
greater  than  usual  difficulty  in  repayment  of  loans. 
However,  there  are  likely  some  localized  areas  where 
income  from  cotton  may  have  barely  covered  cash 
expenses  and  cash  flow  stress  will  occur. 

Upland  cotton  production  costs  per  planted  acre 
(excluding  land  costs)  are  estimated  at  $359  in  1980, 
up  from  $305  last  year.  Per  pound  costs  will  increase 
sharply  this  season  due  to  the  expected  lower  yields. 
Based  on  the  estimate  of  392  pounds  per  planted 
acre,  per  pound  costs  total  92  cents  (excluding  a 
charge  for  land)  in  1980,  compared  with  about  60 
cent  in  1979.  Adjusted  for  the  value  of  cottonseed 
sales,  costs  this  year  for  upland  cotton  are  close  to  80 
cents  a pound,  up  from  55  cents  last  season. 

Therefore,  with  estimated  total  per  pound  cost  of 
production  above  average  farm  prices,  many  produc- 
ers will  not  cover  full  costs  during  1980.  However, 
variable  costs  per  pound  are  generally  below  farm 
prices  and  most  production  expenses  should  be  met. 
In  addition,  while  no  exact  estimates  are  available, 
off  farm  earnings  will  be  increased  and  will  prove 
helpful  in  meeting  cash  commitments.  The  target 
price  and  loan  provisions  of  the  Food  and  Agriculture 
Act  of  1977  are  not  likely  to  come  into  play  for  cot- 
ton producers  this  year.  Deficiency  payments  would 


be  made  to  eligible  cotton  producers  if  the  national 
average  price  of  upland  cotton  during  calendar  year 
1980  is  below  the  58.4  cents  per  pound  target  price. 
But  during  the  first  8 months  of  1980,  upland  prices 
averaged  62.5  cents  per  pound.  Since  prices  have  con- 
tinued relatively  high  this  fall,  it  is  highly  unlikely 
that  deficiency  payments  will  be  made.  However, 
because  of  adverse  growing  conditions  in  most  areas, 
except  possibly  in  the  West,  disaster  payments  total- 
ling as  much  as  $150  million  could  be  made.  Such 
payments  are  made  to  eligible  producers  whose  1980 
production  losses  exceed  25  percent  of  their  farm 
payment  yield.  The  disaster  payment  rate  is  one- 
third  of  the  target  price  or  19.4  cents  per  pound  on 
the  1980  crop. 

Cotton  production  continues  shifting  to  lower-cost 
producers  and  production  areas.  Production  in  the 
near-term  should  continue  to  shift  out  of  the 
Southeast  and  Delta  States  into  the  Southwest  and 
West.  For  1980/81,  over  75  percent  of  the  total  crop 
is  expected  from  these  two  areas.  In  the  long  run, 
however,  water  problems  and  higher  energy  costs  in 
the  irrigated  West  may  modify  or  may  even  cause  a 
reversal  of  the  trend.  In  fact,  some  knowledgeable 
people  believe  that  the  limit  to  further  westward 
expansion  in  cotton  acreage  is  growing  near. 


TOBACCO  OUTLOOK  FOR  1981 


Tobacco  supplies  for  the  1980/81  marketing  year 
vary  from  ample  to  tight  among  the  various  types  of 
tobacco.  This  year’s  total  production  recovered  from 
last  year’s  36-year  low,  but  will  have  to  be  supple- 
mented by  current  stocks  to  meet  anticipated  use  for 
1980/81. 

Government  price  support  is  mandatory  for  tobac- 
co produced  under  marketing  quotas.  The  legal  for- 
mula requires  that  price  support  levels  for  eligible 
tobacco  go  up  about  11  percent  in  1981  over  1980. 
Lower  expected  net  returns  to  tobacco  producers  due 


to  higher  production  costs  will  continue  to  put  down- 
ward pressure  on  quota  lease  rates  in  1981.  Carryo- 
ver of  flue-cured  and  hurley  under  quota  marketings 
from  the  1980  crop  may  total  about  the  same  as  a 
year  ago,  so  the  size  of  the  1981  crop  quota  depends 
primarily  on  the  quota  level  set  by  USDA  announced 
on  December  1,  1980,  (flue-cured)  and  February  1, 
1981  (hurley  and  other  kinds).  The  tobacco  price  sup- 
port and  marketing  quota  program  is  authorized  by 
permanent  legislation  and  therefore  does  not  require 
new  legislation  in  the  Farm  Bill  for  1981. 
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The  most  notable  development  for  U.S.  producers 
in  1980  was  the  hot,  dry  growing  season  that  reduced 
the  quality  of  the  flue-cured  crop.  Total  tobacco  pro- 
duction in  1980  did  increase  by  17  percent  from 
year-earlier  levels  but  yield  increases  were  less  than 
expected  from  a 12  percent  increase  in  tobacco  acres 
planted.  With  larger  acreage,  flue-cured  growers  are 
selling  about  13  percent  more  in  1980  than  a year 


ago.  The  1980  auction  season  ended  during  early 
November  1980,  and  flue-cured  tobacco  averaged 
$1.45  per  pound,  5 cents  above  a year  ago. 

The  hurley  crop  is  one-fourth  larger  in  1980  than 
in  1979.  The  hurley  markets  open  in  late  November 
and  prices  during  1981  are  expected  to  rise  to  an  all- 
time  high,  surpassing  the  1979  season’s  record  of 
$1.45  per  pound. 


PEANUT  OUTLOOK  FOR  1981 


Peanut  supplies  will  be  extremely  tight  during  the 
1980/1981  marketing  year  as  a result  of  the  shortest 
crop  since  the  mid-1960’s.  Dry  weather  in  the  major 
production  areas  during  1980  reduced  yields  an 
estimated  one-third  or  more  below  1979  levels  and 
overall  production  for  1980  will  be  down  by  nearly 
one-half  from  only  1 percent  fewer  acres.  Expected 
higher  prices  at  the  wholesale  level  will  likely  do  lit- 
tle to  improve  the  income  prospects  for  growers  who 
deliver  under  previously  established  price  contracts. 
Other  growers,  including  those  who  are  members  of 
cooperatives,  will  benefit  from  expected  price 


increases.  In  order  to  obtain  peanuts  to  fulfill  supply 
contracts,  shellers  have  rapidly  increased  offers  for 
edible  peanuts  to  as  much  as  $180  per  short  ton 
above  the  support  level  of  $455  per  ton. 

Under  the  current  law,  an  annual  import  quota  of 
1.7  million  pounds  (farmers  stock  basis)  applies.  A 
hearing  is  set  for  December  1,  1980  at  the  U.S. 
International  Trade  Commission  to  review  the  quota 
situation  because  of  the  very  tight  supply  situation 
for  1980/1981.  The  USDA  is  required  to  announce 
the  1981  national  poundage  and  national  acreage 
allotment  by  December  1. 


VEGETABLE  FARMS  OUTLOOK  FOR  1981 


Producers  of  fresh  market  vegetables  will  enter 
1981  in  good  financial  condition,  but  labor  disputes, 
transportation  difficulties,  and  higher  production 
costs  will  continue  to  affect  them  adversely 
throughout  the  upcoming  year.  Price  increases  will 
probably  average  less  than  the  current  rate  of  infla- 
tion, and  growers’  financial  condition  will  be  weaker 
than  in  1980. 


Total  receipts  from  sales  of  vegetables  for  process- 
ing are  expected  to  average  lower  than  last  year  and 
growers  should  be  in  a less  favorable  financial  condi- 
tion during  the  1980/81  season. 

Financial  conditions  for  potato  producers  should  be 
very  favorable  well  into  the  summer  of  1981.  With 


lighter  supplies  in  prospect,  processor  demand  for 
potatoes  is  expected  to  be  strong  in  1980/81  as  inven- 
tories of  frozen  potato  products  are  being  depleted. 
However,  higher  raw  product  prices  will  keep  the 
total  quantity  processed  well  below  1978  levels  when 
surplus  potatoes  were  available  at  very  low  prices. 
Prices  declined  from  their  high  August  levels  when 
harvest  of  the  fall  crop  began  but  should  remain  well 
above  the  1979/80  level  throughout  the  first  half  of 
1981. 

The  financial  outlook  for  dry  bean  growers  is 
excellent.  The  1980/81  crop,  currently  estimated  at  a 
record  23.9  million  cwt.  is  15  percent  higher  than 
last  year,  and  given  strong  export  potentials,  prices 
are  expected  to  be  favorable  this  crop  year. 

1980  Financial  Conditions 

Fresh  Market  Vegetables:  Producers  of  vegetables 
for  the  fresh  market  had  another  good  year  in  1980, 
despite  low  prices  during  the  first  quarter.  Mild 
winter  weather  fostered  larger  crops  of  cabbage,  let- 
tuce and  other  vegetables  depressing  first  quarter 
prices  to  the  lowest  levels  in  recent  years.  Prices  rose 
above  year  earlier  levels  in  the  second  quarter  and 
are  expected  to  remain  above  1979  levels  during  the 
remainder  of  1980.  However,  because  of  the  low  first 
quarter  prices,  average  yearly  prices  paid  to  growers 
of  fresh  market  vegetables  are  expected  to  be  about 
the  same  as  in  1979. 
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Total  U.S.  vegetable  production  is  comprised  ot 
winter,  spring,  summer,  and  fall  crops.  Production  of 
winter  vegetables  in  1980  was  up  8 percent,  however, 
production  of  spring  vegetables  and  melons  was  down 
2 percent.  Summer  and  fall  crops  are  estimated  to  be 
down  2 percent  and  4 percent,  respectively,  due  to  a 
decrease  in  planted  acreage.  Imports  of  tomatoes 
dropped  while  imports  of  peppers  and  cucumbers 
rose.  Overall,  total  imports  for  the  year  (mostly  from 
Mexico)  increased  by  1 percent. 

In  spite  of  low  first  quarter  prices,  the  total  value 
of  fresh  vegetables  marketed  was  $1.1  billion  during 
the  first  half  of  1980,  only  slightly  less  than  a year 
earlier.  Values  are  expected  to  be  slightly  above  last 
year’s  level  for  the  remainder  of  1980.  Due  to  sub- 
stantially higher  production  costs,  net  income  for 
1980  will  probably  be  slightly  lower  than  in  1979. 

Processed  Vegetables:  Raw  tonnage  of  seven 
major  processing  vegetables  in  1980  is  expected  to  be 
15  percent  smaller  than  in  1979.  Major  decreases  are 


expected  for  lima  beans,  down  31  percent;  beets, 
down  20  percent;  sweet  corn,  down  10  percent;  and 
tomatoes,  down  16  percent.  These  smaller  crops  indi- 
cate tighter  supplies  of  canned  and  frozen  vegetables 
during  the  1980/81  marketing  year.  In  1980,  due  to 
the  large  carryover  of  canned  tomatoes  from  the 
1979  crop,  processors  restricted  the  amount  of  toma- 
toes contracted  for  processing.  Industry  sources 
believe  most  growers  negotiated  prices  ranging 
between  $47.00  and  $60.00  per  ton  for  1980/81,  down 
moderately  from  last  year’s  level. 

Potatoes:  The  U.S.  fall  potato  crop,  estimated  at 
260.7  million  cwt.,  is  substantially  smaller  than  in 
1979  and  the  smallest  in  recent  years.  Grower  prices 
for  the  fall  crop  are  expected  to  be  sharply  higher 
than  a year  earlier. 

Dry  Beans:  Grower  prices  this  fall  will  average 
more  than  the  $21.50  per  cwt.  received  during  the 
fourth  quarter  of  1979,  probably  $24.00  to  $26.00 
because  of  strong  foreign  demand. 


FRUIT  AND  NUT  FARMS  OUTLOOK  FOR  1981 


The  financial  outlook  for  fruit  and  tree  nut  pro- 
ducers during  the  1980/81  season  may  not  be  as 
favorable  as  the  1979/80  season.  Substantially  larger 
inventories  of  most  processing  fruit  items  will  prob- 
ably weaken  prices  somewhat.  In  addition,  export 
demand  for  U.S.  fruit  is  not  expected  to  he  as  strong 
as  last  season  reflecting  larger  foreign  supplies. 


The  October  1,  1980  forecast  for  this  year’s  non- 
citrus production,  including  10  major  fruits,  is  13.0 
million  tons,  up  2.4  percent  from  last  year.  Larger 
crop  output  is  forecast  for  apples,  tart  cherries, 
grapes  pears,  prunes,  and  plums. 

The  final  forcast  of  the  1980  commercial  apple 
crop  is  a record  8.32  billion  pounds  (3.77  million 
metric  tons),  3 percent  larger  than  last  year.  Prices 
offered  by  apple  processors  are  moderately  to  sub- 
stantially below  year-earlier  levels  and  the  demand 
for  apples  hy  major  processors  is  expected  to  be  weak 


as  current  stocks  of  canned  apple  items  are  substan- 
tially larger  than  a year  ago.  The  export  market 
might  not  be  as  strong  as  last  season  due  to  larger 
apple  crops  in  Canada  and  several  European  coun- 
tries. However,  exports  to  the  Far  East  and  Mideast 
still  look  favorable.  Overall,  apple  prices  might  be 
under  some  downward  pressure  during  the  1980/81 
season  which  may  result  in  financial  difficulties  for 
marginal  producers. 

The  U.S.  grape  crop  is  forecast  at  a record  5.07 
million  tons,  2 percent  larger  than  last  year’s  record 
crop.  Prices  for  fresh  grapes  have  been  higher  than  a 
year  ago,  reflecting  good  demand.  Thus,  prices 
received  by  grape  growers  during  the  1980/81  season 
are  expected  to  remain  above  year-earlier  levels. 

The  final  forecast  of  the  U.S.  pear  crop  for  1980  is 
888,000  tons  (805,000  metric  tons),  3 percent  greater 
than  the  1979  crop.  In  response  to  larger  supplies, 
prices  for  fresh  pears  are  likely  to  be  lower  than  last 
year’s  high  levels. 

A record  citrus  crop  is  forecast  for  the  1980/81 
season.  A record  orange  crop  of  276  million  boxes  (1 
percent  more  than  last  year)  is  expected.  The  Cali- 
fornia and  Texas  orange  crops  will  be  up  by  9 per- 
cent and  39  percent,  respectively.  Arizona  and  Flori- 
da orange  crops  will  decline  by  20  percent  and  2 per- 
cent, respectively.  The  grape  fruit  crop  is  forcast  at 
68.7  million  boxes,  down  2 percent  from  last  season. 
Lemon  production  is  expected  to  be  25  percent 
higher  than  last  year.  The  relatively  large  citrus 
crop  combined  with  substantially  larger  stocks  of 
most  processed  citrus  items  is  likely  to  further  weak- 
en citrus  prices  during  the  1980/81  season. 
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The  1980  crop  of  the  four  major  edible  tree  nuts  — 
almonds,  filberts,  pecans,  and  walnuts  — is  estimated 
at  606,900  tons  (in-shell  basis),  4 percent  smaller 
than  1979.  Filbert  and  walnut  crops  are  forecast  to 
be  larger  than  last  year,  while  the  pecan  crop  will  be 
8 percent  smaller.  The  almond  crop  is  expected  to  be 
10  percent  below  last  year’s  record  crop.  With  small- 
er production  and  favorable  demand  in  prospect, 
prices  for  the  1980  edible  tree  nuts  are  expected  to 
be  firm  and  financial  conditions  favorable  for  pro- 
ducers. 

1980  Financial  Conditions 

Gross  incomes  for  producers  of  most  fruits  and  tree 
nuts  were  relatively  good  in  1979/80  resulting  in 


favorable  financial  conditions  despite  increased 
costs.  Even  with  sharply  lower  prices  for  oranges,  the 
value  of  the  1979/80  citrus  crop  totaled  $1.9  billion, 
up  almost  6 percent  from  the  previous  season.  Gen- 
erally good  demand  during  the  1979/80  season 
pushed  prices  of  most  noncitrus  fruit  and  tree  nuts 
up  substantially  above  the  1978/79  level.  Although 
preliminary  figures  for  total  noncitrus  production  in 
1980  will  not  become  available  until  January  1981, 
the  total  value  of  1979  noncitrus  fruit  production 
amounted  to  $3.3  billion,  up  5 percent  from  1978, 
while  the  total  value  of  tree  nut  production 
increased  to  $902  million,  42  percent  more  than 
1978. 
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